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OVERSIGHT ON STUDENT LOAN CGLLEGTI0NS 



TUESDAY, MAY 19, 1981 

^ V " House ok Representatives, 

Subcommittee ON PgsTOEC^^ * o . 

Committee on Educatio^t^nd Labor, - 

Washington, D._C. _ 

- The subcommittee m^t^ pursuant to call, at 9 a.m.i^ in room 2257, 
Ra^Mrn House Office Building, Hon.: Paul Simon (chairman of the 
subcommittee) presiding, , ; _ 

Meinbejra present: Re^ Simon and Erdahh 

Staff present: Maryln McAdam, counsel, and John Dean, minor- 
ity counsel. _ _ 1 : \ * 
Mr. Simon. The subcommittee hearing will come to order. 
We are holding a hearing oh the question of debt collection in 
the student loan area. On March 18, i98i, the Secretary of Educa- 
tion, Terrel Bell, who is universally respected by this subcommit- 
tee^ made an announcement that collections would be shifted to the 
private sector. He also made clear that the Federal collectors have 
done a^ocNd job and w^ are moving in the right direction, 
.Th^ subcommittee is^ot trying to set up a cdnfrbhtatidhal situa- 
"^^^ I: would say these concerns are 
primarily in four general arB^s;--^ . ' 

r^^oris for the Department's decision to transfer collection 
of defaulted student loans to private contractors; 

The possible negative effects of a iiiatusih cojlectiohs during the 
process of transferririg collections from the Federal to the private 
sector: __ ^ . 

IDle relative eff^^^ of the private sector collection agencies 

compared to the Department of Educatidh's cdllectidh efforts; and 
The cdritehts_ of Jhe Dep^ for proposals [RFP] 

and the rules or regulations which the Department is developing to 
insure proper cdhduct on the part of the. private collection agen- 
cies. . 

I- think that sums tip where we are. 
i__We are. anxious to see that debt collection continues on an effi- 
cient basis, and" these oversight hearings will be taking a look at 

that. : , • ^ 

[The chairman's opening statement fdlldws:] 

Oeemng Statement op Hon: Paul Simon, a Representative in CbNOREsa From 
THE State op lEnNOis, and Chairman, Subcommittee oi>^ Px>sT8Ec6NbARY Educa- 
tion- , • 

: The - Subcommittee oh Pbstsecdnda Education will ^begin oversight hearing 
today oil the collection of defaulted Guaranteed Student Loans (GSL) and"Natibnal 
Direct Student Loans by the Department of Education. This week's hearings will 

(1) ^ 
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focus on the Department's decision to transfer cdllectiqn of defaulted jtudent -loans 
lihder the Guaranteed Student Loan Program and the National Direct L^an Pro- 
gram from federal-ebllectbrs to private cbhtrac4ihg agencies. . 

On March 18, lg82* ^cretary of EHucafeion-Tafrel Bell annoiihcecj in a memorari- 
dum to thi& Acting Assistant Secretary for Pbsftsecbhdary- Education that student 
loan cbUectibhs would be tr^nsfei-red tb the private sector. In making his ahhburiee^ 
men the Secretary stated that '-Federal- cbUectbrs have proven- tb be very effi- 
cient.** He further acknowledged that bf the 600,000 Guaranteed Student Loans in 
default over the pest fbiir years, nearly 90 percent had^beeh resolved. These state- 
mejlts were consistent with Secretary BelKs testimony before this subcommittee bh 
March* 11, 1981- when he stated that the Department^ cbhtiriiied to seia imprbve- 
ments "in loan default collections, especially in the federal pbrtibri bf the Guaran- 
teed Student Loan Program,** According to his testimbriy at that hearihg,^'ambiirits 
collected by federal collectors hfive increased from about $9 millibri in fiscal year 
197*7 to almost $38 jmillion ilj fiscal year 1980:" 

Considering this established and in fact admirable success record, I have serious 
rMervations about the, transfer of the collections process to the private sector. The 
specific concerns lay in four general areas: > 

• The. reasons for the Department's decision to transfer collection of defaulted stu* 
dent loans- to. private contractors; _ . : 

_ _ Tiie_possLblejrLegative£ffects of a iiiatus in collections daring the process of trans- 
ferring col lecUonsi from; the ffKieralito. the private sector;. 

. . _The_telativ_e efCeciivfaiess.of the private^cior collection agencies compared to the 

DepBrtmentJif Education *scollection_effDrts;_and:___ 

The_cont5Rt of_the Departnient*s jrequest for Proposals iRE^) and the rules or reg? 
ulatjon_s_ which jthe_Departmeni_is developing to ensure proper conduction the part 

of the private collection agencies^ _ ^_ . _ : : 

The debate over the_ collaction of defaulted .student J oana_ Js not a^new. one^_ In 
1 97 the Department, of Healthu Education and .Welfare. began jnaking concerted 
efrort to_ collect on monies. owned ti5 it. under the.studeiitloan_ prDgranis^.Over.that 
fiye^ear period. _heari_ngs have. been held. by the SuiKJomjnittee on^Xntergovernnienr 
taj Relations and Human _ResourciM_and J)y _this_ subcommittee .to monitor. haw ^hat 
collection effort was proRressLrtg. When^HEW^ over 
344,000 _studen t borrowers had 3efaui ted on their Guarantee Student .Loans. That 
figure translated into $500 mi_U of nearly: !^ j)excent. 

^.The collection of NDSL loans has_ not _progressed_as_ well. _ The_ federal government 
^id apP t bMOme active ly in voly ed in_ the cpl lection of those » d efaul ted. J oans .until 
i97j. Consequently, there is still a major backlog of defaulted NDSL loans to be ad- 
dressed^ . * 

I am fufther concerned that the Department of Education^ does not take any 
action to limit the ability of highai^^ucatipn institutions to refer NDSL loans to 
the federal government. Such, an actioft could cause sonie institutions to become in- 
eligible to receive funds under the NDSfcjjrogram because of High default rates. ■ * 
- fii hearings held in July bf 1 97&;by the Intergovernmental Relations and Human 
Resburces Subcommittee, former S^retaiy of HEW Joseph Califanb testified that 
federal cbUectbrs were converting defaulted^GST^ accounts to repayment status at a 
rate bf 1,200 per week. By June bf 1979, the tJefaitlt rate had dropped to 9 percent 
arid the niiriiber bf ^efeulted accbunts which had been paid in full had reach^ 
41,963, Sccbrding tb HEW statistics* Current Department .bf Ediicatibh figures show 
that the default rate has dropped tb 8.2 percent, a figure somewhat Ibwer than the 
national average default rate bn all loans. Most inipbrtaritly, it dembristrates that 
about 92 pei;cent of all GSL borrowera do repay their loans. __ 

:It has taken the Department of Education f several years tb develop, an efficient 
collection jcapability: Befbre irreversible actions are taken to dismantle that capabil- 
ity, we.feelJt is. imperative that the ramifications of such a move' be thoughtfully 
reviewed That.isLthe purpose of: convening these hearings today: 
_._We_.are.fartunate.ta have_jwith_us:today:a number: ofiwitn^ses who are familiar 
with_vario.us_aspect6_ofLthe.student Joan collection process and the Department'*s*dp- 
cision to_ transfjer.that process to the private_sector_.. : _ _ : JE 

One of our witnesses, todav wll Lbe auiLdi^tinguished.coll eague_im_ the full jcommif- 
tee. Representative. Jim Jeffprds of Vermont, In March of this year Miu .Jeffords in_- 
trpduced a bill, H.R. 2543, to establish aggressive and efTecti ve coilection practices 
wi th respect to federal loan programs, Ti tie 1 1 1 of that bil 1 deal s specificSly. with 
collection practices for defa outlines genefal procedures to 

be followed in the cpl jertion of those def 

At this time I would like to introduce our first witness, Mr. John Yazurlo, the 
Acting Inspector General for the l^epartment of Education^ 
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Mr. Simon. Our flist witness is Mr. John Yazurlo, the Acting In- 
spector'General for the Department of Education. 

We are pleased to have ydu here. Arid I understand you may be 
accompanied Donald Nelson. Is that- correct? 



STATEMENT OF JOHN C. YAZURLO, ACTING INSPECTOR GENERAL 
FOR AtIDJ!t DEPARTMENT OF EDUCATION, ACCOMPANIED BY 
DQ^JALD NELSON 

Mr, Y^^BEO. He'is with me. • 
Mi"- S™<?N. I understand you do not have a formal statement, is 
that correct? 
Mr. Yazuelo. That^ is correct. ____ _ _ 

Mr. Simon. Any informal statement yoa wish to make qt this 
tiipe we wduld\ welcome; t^ieri* we would like to toss questions at 
you. . _ 

Iridderitally^^, from Minnesota, i 

wish to call upon you for any comments you may- wish to make. 

Mr. Erdahl. I heard^ a Jack Anderson, 

touch on this subject. He indicated this was a program that had 
worked very well in collecting student defaulted loaris^ and now the 
Governmeht was proposing to turn^it over to some collectian 
agency which would be costing millions^ I heard this, this 

morhihg, as I was coming to the hearing. » 

L have to be rUtoining in and. out, but I am sure these hearings 
will be productive. 

_ Mr^ SiMON- The^bbcommittee is going to piiy for his car radio. 
He kee^s_up on thejte^ 

Pleased to have youfeere, Mr. Yazurlo. 
: Mr. YAzuELp. ^_]^ position is Acting Inspector General 

for Audit: I do not servbssUi the capacity of Inspector General at 
this time. i _ , • 

Mr. Simon. Who does ^p^54jerve in that capacity? 

Mr. Yazublo. Pre&wUly, we_ have a Deputy Inspector General, 
James Thomas, mid^e is also the designee; he had previously 
served as the Inspector General , j _ _ 

Mr. SrMON. If I may ask, was the' mvitation made specifically to 
you-or4o him, arid why is^ 

Mr. Yazurlo. I have not seen the invitation, ^ir. It is my under- 
standing I was nariied in the in vitatiori t oat tend. this_ hearing. 

Mr. Simon. We are very pleased to have you, and please proceed. 

Mr: YAZURto. I have lio forriial statement to make^ I am pleasod 
to be here and will try my best to respond to any questions. 

Mr. Simon. It is my understsfl^dirig that your pfficj h 
meniorahda tp'the Department of Education regarding the deveioi> 

ment of the request fbr proposals, - _ __ 

__ Coulji Sou explain to the subcommittee the nature of these 
memorandums and what recoriimendatidris you havie for iriiple- 
meritiri^ this j)lrdgramL? 

^ Mr. YAZtjRto. Yes, sir, I will be very haj^y to. 

We did in fact send two with respect to a request 

for a proposaj^ which as of this time has not been publisheid. It is 
stUl undeigdirig re^nsiona jDur first memo was dated April 14', at 
which time we expressed certain concerns we had with the draft 
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. pydposal and inade certain suggestions we feit sho^id be included 
in the RFP. Qne »df the sugges^^^^^^ de-- 
faulted loans are turned over to private contractors there should be 
gome working of those loans by Government emplc^^ees. so as to 
effect easy collections,- and in that -way the Qovernment would not 
have to pay a coinmission on thds^ to a contractor^ By. the Gbyern- 
ment employees doing the initial wofk. We felt this sort of impetus ' 
. wx>uld result in collections* and cdh$eqUently cut down dh the cost 
of any cpllections by the CO . 

Second, we- proposed that withiri the RFP, there should be cer- 
tAip_ r^X^ecified steps outlined for the'. contractor to foiiew with 
regard to f ha collection activity, that is for defauH^d loans below a 
certain threshold, certain minim steps should be followed in at- 
ternpting_coJiection, and above that threshj)ld, additional ste^^ 
and _abdve the minimal oneS should be pursued befpre giving up on ' 
tha particular loan • ' • ^ 

1 The _Qther main comment we h^d was to the effect that we were 
suggesting that the proposal be structured in such a fMhibh that 
more than one contractor would receive an award — that way, we 
would have sorn^ competition. between the cbnteiactpi^and 
system jbe devised to measure then the performance of these- con- 
tractors so that in future years the business cbUld be channeled to 
the more effective contractor. Es^sentially, that was the nature oT 
• the coraments: - * :^ ^ 

__Mr^. Simon. Have you any id^ whether your suggestions are 
being considered^! this point? ^ i„j i_ 

Mr, Yazurlo. 1 know they are being active jy considered, sir: 
There -ia one point I would like to toafce. The RPP calls for the ^ 
award of three contracts. There is nothing in there to preclude the 
award to* more than one corftractdf. _ . ^ 

1 Our suggestions were along the line to assu-^e that more than 
one-contractor -did, in fact, gfet an award^, _ , 
I Mr. Simon. I frankly ]f)icked up a rumors I do hot know if it is 
any more than that, that one of the firins that may end up getting 
a contract is_a Canadian firm. Do you know anything about that? 

Mr: YAZURLa No, sir, I have not hea^ - 

^ Mr^ SiMdivf. Rumors are frequently not worth a ^hing, so therxs 
niay be no truth to that, but it would be^a dweldpment w 
be folldwed with interest by this subcommittee: _ 

- Our colleague from Vermdnt, Representative Jim Jeffords, has 
intr^dyiced a Bill which among other things would require that 
during the ilrst B jnonths df a life df a default program the Gdverri-, 
mentjwduld continue to try to collect. At that point, turn itJ^ver to 
private collectors: It is somewhat along the same line as J^^sense > 
your suggestidh. - - 

^ Mr. Yazurlo. Yes; it is, although we did not specify, a specific 
timeframe during which thei initial working should be#done by the 
Government: — i 

Mr. SiMON. Hdw do you react' to the Jeffords proposal? : 

- Mr. Yazurlo: Well; the proposal ddes coincide with our sugges- 
tij3il._ 3^_ether the time is proper, I .am not too sdre! To me it ' 
seems like a'^stretchout, it is much tdo long. But I am not in a posi- 
tion to really evaluate. ^ ; ■ 
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.Mr. Simon. Have you any idea at this point when regulations 
and the request for proposal will be released by the Departmenf? 

Mr. Yazurlo. Norsir, £do not: • 
^ Mr. Simon. Let me take the Jiberty, since there is no one else 
liere_ to bbjeot, to ^ask .the fiepjublican counsel if he has any ques- 
tions he would lik^q specifically address to the committee.' 
Mr. Dean. Yes; just two simple questions. _ 

What is. your understanding of the size of the universe of poten- 
tial cdritractors?. How ma^ ' 

Mr. YAzuRto: £ do not recall, sir; it is spejled out in the EFP K 
have read it, but ^ dol not recall. ^ , 

Mr. Dean. Have you an estiraate^of how many submissions pres- 
ently, expressions of interest, have i>een received by the Deoart- 
ment. _ , ^ 

Mr: Yazurlo. As to the nUmbier of bidders there will be on the 
proposal? 
Mr: Dean: Yes, . . 

Mr. Yazurlo., I do not know, sir. 

Mr.^DEAN: Basically, what will be the next step of the Depart- 
ment if no acceptable proposals are received? 

Mr. YAZURto. I would imagine they would fojlow normal con- 
tractmg protedures and start to contract all over again. 

.^r, Deaih. On the basis of j^our familiarity^. oT that, what effect- 
will that have on the timetable for releasing term employees'^ 
: Mr._ Yazurlo. I would expect the timetable would have to be ex> 
tenrded^to allow sufficient time to go through the process aeain and " 
n^ake the proper awards. ^ 

Mr. Dean: As a final question: Is there anv policy at the Depart- 
ment right_now relating to Canadian firms ggfting a contract from 
the Department? , 

Mr. Yazurlo. I am hot aware of any policy, sir 

Mr. Dean. Thank you: 

Mr. Simon. Let me ask you about the timelag problem, there is 
some concern that we are going to shift this over to private collec- 
tors and there will h^e a time period where instead of a gradual im- 
provement in collections where we are tiow, there will be slippage 
Not only do we have loss of revenue, but we end up with people 
^^tackingtlie program. - 

• ^u® u- ^^j^^^^^^ "^^^^ regularly _on_the student loan progranas 
IS the high default rate, which we are gradually now diminishing 
Have you any reflection on this timelag problem that could de- 
velop? 

. Mr.. Yazurlo. Well, I personally believe thejonger it drags out 
It will cause more problems My feeling is the sooner contracts 
could be _awarded> the better it would be. 

- Mr:^SiM0N. I did not make my question clear enough, I am talk- 
mg^ about the timelag between— whether it is tomorrow or 6 
nionths, that there' is a timelag between _the point where the Feder- 
al Government is assuming its responsibility and it shifts that re- 
sponsibiiity to the private collectors. 

In .qther_^ words, if you Wete the head li the ABC Collection 
Agency and you are given a contract, once you get that contract, 
then y<^have to employ people, you have to examine the kind of 
caseload you have, you have to take a look at how you proceed 



What kind of proBlems do you see there, if afty? - - - 

Mr; Yazureo. I am not aware of any, sir. The RFP does request 
irifdnriatidri along those hhes as to the capabilities of the contrac- 
tor's firm to handle the volume of business that is in the RFP. . 

Mr. SiMON; The RFP does request that; You have a copy of the 
RFP? ; ' ^ . 

Mr. Yazurlo. I have seen ^ copy of it; It is still being revised, it 
has been all marked up. _ _ 

I venture to ^ay they^ are plannir^ for an orderly transition, so 
that problems do not a^ __ : 

Mr. Simon. Tha plan is obviously for a mix of Federal and pri- 
vate as we move ahead? 

Mr. Yazurux Yes. 
_Mr, Simon. Do you have any feel for what kind of mix we iare 
talking ^bout? _ ^ ^ 

Mr. Yazurij3. No^^ 

Mr: Simon: Our colleague from New York has joined us. 
Do you have any questions^ 

Mr: Weiss. Thank you, Mr. Ghairman, not at this time. 

Mr. SiMON^ We thank you very, very much fdi" your testimony 

[The information referred to follows;] 

) _ . _ _ — 

i U.S. Di;FAirmiENT of Education^ 
^ _ _ ' o " ^<^hing0n^ April 1981. 

To: The Secretary. ' - 

From: John Yazurlb, Acting Inspector General, 

Subject: ^FP for cdhtractirig but student Ibiari cbllectibris to the private sector: 

pur current revie>y of the Office of Student (PSPA), 
l>een Ippkuig at the RFP _ which is_ being prepared for cpntracting out stu- 



.. Purinf 
we _ have _ 

den tjpar cpjjectipns. to the_ private sector.. OSFA empl oyees resppnsibie Tor writing 



the RFP have included seyerai excellen t provisions tp 'ensure the efficiency of the 
system (e.g^ specifying minimum CpUecUpn steps requi^^ fpr all accounts and pro- 
viding w ED to repayment as a result of its initial letter 

thus^ayc^ding unnecess^ — 

.. /ftere arej howe^^^^ changes we would recommend to maximize the 

eiTectiyeneM of the con^^^^^ . . , __ 

/vP^y^lpP. specific criteria to measure actual loan collection i>erform^ (including 
the_ rate of return on the account portfolio and the^num dccounte collected). 
The required ^ality con ^ plan concentrates on necessar^ activities arid documen: 
tatioii but does not address the desired monetary result, i.e., collection of the de- 
faulted loans. - 

Require that contracts be awarded to riiore.tHan one <:ori^ractor arid ap|»rti^^ 
future accbunte to the several contractors competitively based on tlie prior year's 
rate of return. _ *_ _ _ _ _ _ — " 

We realize that there is some urgericy in publishing^ the RFP. However, in order 
to eriharice the collection effort, we urge that the RFT* cbritain the suggested mea- 
surable performance criteria and pirovide for more than one contractor to erisure 
competition. ' 

. . * 

U.S. pEPARTM&r OF Education, ^ 

To: James Moore, Acting Deputy Assistant Secretary for Student Financial Aissist- 
: ance. 

' Fromi^Birector^ Fj-aod Control^ Dffice_of Inapector_GeueV4L _^ 

Subject: RFP for contracting out student loan coljections. to the private sector. 

In coryuri.Gtibri with ^ur' review of Studerit FiriMcial Assistance, we have beeri 
looking at .the loan <;ollectibn functibn. Iri particuter, we have reviewed ihe RFP 
(dated 3/24/81) which is currently beirig prepared for contractirig but studerit Iban 
collections to private sector. We have identified seyerai areas wnefre the followihg ^ 
changes could oe made to improve the effectiveness of the RFP. 
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Government Crearning-Keqairing the regional offices to take the first SteD Of 
fenfaIdres^ThfRFV't'°>H"^ 

result of?hp IpHPr fr^.tf*"""-^ """""^ '° f^''"'" amounts collectt'd as n 

Kn^tlL^^^^U- ^ !^ "° l-esponse. to this letter, however, refer it to the 

wlSlSdi^^'rhr^^lS^f^^ -P'>^-«'"t3.with minimal staff V°f,^r? 

Specifymg r_equired collection steps-Reqcm^ the -cbhtracfor to perform soecific 
mmimum conect.on steps on alLaccouiits: Thus, all the-debtors w^ll re .lfze thaT we 
^^It^ul^^^^'-^^^", 35CDUnts^regaraieSs bf size. This chanp vvilf abo 
fnrthe RFP fi'^fbt^ transferred receiveSthe same ffiinimum. attention, itrengthen 
ing^ the RFP m. this manner may avoid future disputes with the cbntr 
em^-vle s^cr^'f aeencies to r^axim'ize collection ■ 
fhln h~ r . performance evaluation _crileria includifis rSte of return and 

gta"tl."r«l.'^t1bniS'' P^rormance: Ihis sho^ld"enc^o"url4 

M RFP revisions, there are specific aspects of the current 

NatiOBjal Direct Student Loai^mDSL) collections that should be aadreSsed 
FfedS"^'!^^'; r?fn^^ Midtmilarly to 

En? u ring: that the schools shoulder the responsibility for these loans-Schobk 
rhp'm hSt"">£°? if'^""^"' ""^"^ unsigned should bfrSedtbbUv 

SimHn^v .h-' «inn?''"uP T^"^" \? --ePl^c^ment ofthe money intoThefUncf 

fam rf L'nif^ff.^ S^^I.'^r"'^ held accbuntable for notes wh<?n there has been a 
tailure to conduct_due diligence pribr to assignment . nas ueen a 

^Including a PenaLty of Perjnry statemeht bn the Assfenment of Defaulted NnlP<; 

mefiror:insfeprese,^^^^^^ 

meni orjnisrepresentption_on this form may be subject to a fine of up to Sin onn or 
M-i^S"r r"?^"<l "I 5 years_ or to bbtH iinder'provisions of the Unifed States 
Cr«ninal Code^ Such provisions may include, among others.-lS USC 1001 
thP^«Shn^r^ '^^'- V^^ -^'^J^' Sec"rity_ Numbers for all NDSL borrowers be kept by 

^SS^^'^^'^'-^''^^ >-°- comment, as ^e?^^^^^!^ 

Donald J. Nelson. 



Department ok Eddcation's Annoltncement ,n Commerce Business " 

Daily, May 4, 1981 

rA^r?^!?'NT^.'^^^^f^ii?" Agency Assistance Under the Federal Insured Student 
May Sfrt^ o^^^^^^^ Programs. wJll issuU on b^abo^^ 

• Omce o> Stade^^^^^^^ 

^or/f o? T i^T ^"^L^^u^^*^^^"^^ performing collection, activities under the 

if ilfS'^ss ss3*LSMis5 

an<Ah'pr in rhi^ work for one CbiitraCt will be performed in Atlanta, Georgia 
another^in Chicago, IllmoiS, and another n Sah FranciSeo California R^n^Z^t fn^ 
cop|es^fsoJlCItation ^yi^[l be honored if received witfcin 2Tcalendar days a^^^^^ 
K^ci • ^^I'fu'^ received after t>iis_ period will be filled on i firetK:ome fireiserv^ 

Mr Simon The next witnesses^e Mr. Thomas L Shaffer of 
Booz-Alien & Hamilton, and Mr. Edward Hearle, project d rictor 
foF^student loan collection with Booz-Alleri & Hamilton 

We are pleased to have you both here. 
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YqU (id riot have a statement; ' 

STATJSlVIENtS OF THOMAS L. SHAFFER, PRINCIPAL, BOOZ ALLEN 
& HAMIIUTON, AND EDWARD HEARLE, PROJECT DIREXTOR, 
STUDENT LOAN eOLLEm'ION STATUS. OPTIONS, AND RECOM^ 
MENDATIONS, BGOZ-ALLEN & HAMILTON _ 

Mi-. Hearle. bur work is a 6-week study with essentially two ol> 
jectives: first, how the debt cbnectidn fir d^^ 

Gdmparisdn df the ccst-effectiveness of Federal staff as compared to 
the two prototype collection agencies' efforts, particulm-ly in light ; 
df^he jjlanried reduction by the end of^this fiscal year. That was 

very present in our analysis. ' _i i j _ _ j 

' In terms of the report we presented, a few ball park numbers, 
$3a biliion have been distributed in student loans: since 1958, of 
whichl $28 4?illidn are in the two programs focused on by the com- 
mittee, the guaranteed student loan program and the national 
direct sti^ent Idan prdgram. 

By the end of fiscal year 1980, about $2.2 billion of this was in 
default, delinquent^ br written dff. Sd if One looks at it the other 
way, isome 94 percent of the money is DK. 

Delinquency collection efforts acceler^^^ and 
collection resources today include 17 employees in the national df^ 
fices and about 1,100 Department Employees in the regional offices: 

Results df the accelerated collection program have been substan- 
tial since 1977: about ^$110 millipn has been cdllected at a cost of 
about $49 million. So; there is slightly over 2 to 1 positive cost-ef-^ 

fective ratio. That is gddd news. _ z i l li i 

_ There are sdme problems in th^ administration of the program 
which we drew attention to and mg^^ reeommendatidn^ There • 
is some fragment&don in=<he administration of the program. As is 
often the case in high-priority programs, several, ple(S>l_e w^ 
high respGhsibility an was not sufficient focus so any one 

person was fully accountable. _ i _ _ j __ i : 

Some df the systems designed ^*^e not as effective as they could 
be and some policies were needed in this ppsitibn ahd clpseojit. 
have heen quite^ specific as to our suggestions there There is a 
backlog of about 816i000 cases. That is a serious problem and a 
problem to which additidhal resdurc^^ ^ 
_ in terms of the cost-effective issue of Federal staff versus private 
^ collection agencies^ no significant difference exists in^he cost-effecr 
tiveness of FederaJ and contractor collection efforts. The calculated " 
^ cbst^ffectiveness ratia fdr F^eral staff appears to be significantly 
better than for contract agency colledtions. The basic numbers sug- 
gest that Federal staff cdnect-$3.50 d^vdebt for each dollar of cost 
incurred, whereas the contractor yield is about $2,20 for each, 
dollar pf their cost mid by the Federal Gdvern merit. However, be- 
cause contmctors have received collection accounts already worked 
by Federal staff, these ratios _ar_e hot m^^ that 
^> fully comparable cases would show little difference in cost-effective- 
ness. - - 

There are some functions that must be done hy Government em- 
ployees in setting up the account and in the final disposition and 



clo8C!Out. It is the intermfdiiito chasyiR of the account wht?ro there 
in the choice betwe^^ oniployoe perforimmce. 

In turmn of our cenclusionH nnd recomna>ndatiaivfr.-wo divided 
two ciileKori|)8i Tii^^^^ which wo felt were iraportant 
no matter what you do on the privute/public iHMUt%*^and tho prbb- 
i» fe^^aweeh <:bntfactar and Fedo employment.. • 
: FirHt, wi» feel this should be consoiidated. Second; we believe 
there ought to bo a cri8|H)riin|i( up br the policios on writeoff ant! 
diHoosition. Indeed, Home of the bucklop would gaaway, depending 
on now the diHpbHitibn arid writeoff pMtcie^^ defined. 

Arid nhally. there ought to be impnxvement in the HUpnort HyH- 
teiiia, not alway.s more aUtbrii^Ttibiv, but a little rn()re rtenHilivity to 
thw collection Hide of the cycle, when the HvatemH are. put in place. 
y On the aptionn between privute and public cbllectibn. again I env 
pHaHi/e thiH::WHH <iorm in the ibiiU»xt of a nianned redaction to a 
level of 5:10 by the* cMid of thin fiHcal year. We have to do that, IIow 
can m\(lb it? What will the relative nnr^act be as to the coHt? Those 
•were th<' iiui»HtionH, v 

So we constructed a benchmark cas<j so to speak and tested tlie 
options against It. The benchmaric was simple: It said We will dis- 
solve this backlog by thr eii'd of fiscal year 1!)H2, and wo will have 
M*i pliiici* by tho end of fiscal year \[)H2 n system for continuing eflV 
cierit collectiim of the debts. Then from that bimchmark. wr de- 
fined the bpti<nis, , 

The first option would be to cbiitinue the curriiht staff, MHO Fed- 
eiid einpH)yees, thnnigh fisciil year 1982; In x)ther wordK: ;jbnndon 
the notion of reducing to HHO at the end of this year. That vyoiild 
still require cbntractiiig but about MHO.iHH) of thbse back logged ac- 
counts to ihei>t tlie goal of: fiscal . year 1982. 

Optioii 'J was the plan tHt» Department was working against, ro- 
ducing th(» staff Th(»y consolidate the three regions. It is a fact the 
students are not rehiaming.iri the region where they bt»gan. They 
lire scattering in all directions, Sa there ^ no great merit in trying 
to cotinect collection to a specific r^cgibri/ ^ 
The cphtract elTort would be aimed at the hacklog: 
Finally there js the option of reducing the Ft^d^jral staff to 5:«J by 
the end of thjs fis^^^^^^^ lyfil, and 2M0 by fiscai y ear That 'is 

tho nmximum contractor option. Again this would be by cbnsolidaU 
nig into three regions and using Contracting efforts for everything^ 
reali/mg there is still a role fur the> Federal employee in the get 
reiidy and closebUt. . 

That. sir. is a. report on the highlights, and we will be happy to 
armwer questiws. 

•I wodild like to enter iiitb the recbrd the pxecutive summary of 
i'<>i*r ri»j)ort. / 

(The information referred to follows:) 

KxKrntivk SiiMMAitv 

Thirty Mix lullioh tloJIiirN. liavo l>iM»n provided in «ruMt/i tituj UmiiH Hiiioo lilfiS - 
ihrniJKM rtvi' jiOjiliuH t»ninK"ijiUiKHiHiriru-i« i)rnKi'»ifim ' 
UtJiiriimood StiuJt»ht;I,<riih UJSIJ., : : 
Naritmnl Dirvcl StmUm. {MiniNOSlA 

Hartic KHtuanion ()p|>orlunity («runt (HI*)(><!K 
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Cuban Studcmt l^arf ((^ • : : • / 

. By thc^onioi\j1«a^^^^ yimrlilHO, a totals $2.ii bill ion jn joanH^nd fcrnr^Ut woHO 
tlojinuuent^Jp default,^ p 0 Doicwnt of tlio mtibuiiJ. 

1 LpnnwI/Krantodt and :indica_tjt^«iLthut U4 prcoat fuudn hnvo bi'cm or mxy 

: rpiMiid, or JiAvr^ npt yot bec^^^ Department of Kdacatloit hua iitftn, 

, t5f|wrntinK rt'Hpona^^^^^^ mlllJon of th«» totiil $2.2 blllioHr^lilkv 

^ baihnco j» th«j oporatinu rcHponHibiiity of lenders, inHtiiationH or mm ()uanir 

AKoncic«i4_._'__ _ _ 

_ ti^innqutincy^.c^^^^^^ HtartJiij^ in I977» and colUMalon re- 

' HpujrcoM tMay lnVludo IT noiirly 1. 100 rcpioruil eiajf)ldyoo»4 pluii 

two private collection^ j^^^^ RcKultH of the aei:elerut(»d coliectioa proKriitri liavo 
WtKmbHtantiol—IJlO miW collected in Iokn tluili four yearn, cbtapared to $;») 
Tnijlion over the prior d(>cade. 

«HnmiCNT OPKUATIONH ANH PItOIU.KMH 

Tho current orRnniauitlon of loan cbltectibri in tlu» Nall<mal Om \h fniKniented 
and liickB nwwuiRement roouH: Thrw of tlie lour riuvjbr divl^iionn of i Onico of Stu- 
dent >Mntutcijii AHNiNtanceatre Involved in cblLvctibn, aN ar^ thre(M)iher »^ifT KroU|)N 
' jittached to ihti director. AdditiohtUly. therb iH a cbllbctlbn "tea;n" andl^ality iimj 
vMurance Htnfr. Tlie reKUlt in that no winKle prHdri in reHjH)tiHiblo, aiid a critical niami 
• of collection ex|H<rtiMe doi*fl not exjMt a 

"'Vhi* c611t«ctio(i 4)«)Q"*KJ f()r Ntudoht' Ibahis ihvolveN tR^verat hi<|jbr »4top»4 which are 
pt»rforrii(»d quite diHereatly anibtiK Ihb five iiroghmiH. TlioHe Htojw are: ' 

Identineation of delinquent accbuhtit. tiuiiliriK of delinquency lettern and pONtini( of 
delinquent payihehta. 

Iriilial Cb(J(»ctibn elTiM-ti*. incUidlriK |M)Htal irace, leleplibhe callH'and. whero appro- 
|>rjate» ne^btiiU^iVh -bf hew pay thmU tut^^ 

Si^Cbrvil arid fhiird phaHO cbllec'tibt) effort, ihvblvihK oxtormivo Mkip«tracinK. 

CHiiNiM^iit. - ' 

The n^brt* dinicUU cblUictibh eHortM toward fh*' «*i»l of tin* procrHH arr prlrnarily 
t!ie reMponMibilitv of the Dt^ptminent. Cbrrtractor ihvoiverneat im fomicl alniowt oxclii- 
Hivt^y in the- *'thi«i phpe" iWrbrt. 

('luu'acU«4'iiiticM of cbnitcaibh pnK^^^ oadi j)roKrait) arr an folUiws: 

KISI^aiittNDSl. pr(>ceHnih»f Jh hJihdlod in each of tha ten reKiorm. 

The C(d lection phK'eNH hiw ltt»eh fully d(>velo}N«d, 

HKtX} Khihl ovrrpnynuMitM arr luuidFed in l)otl) the National OffUco arid iti onu 
reKlbi). _ 

i'libari SludiMil Unui cbllectiot) prbco^MinK \h liahdled tlirouKh tlie OajlaN regional 
bflice: . 

1"""^ jiroKrarriH iiiM« autornatod MyMtenjH j)rinuM:lly for biilitiK ami not 
' for rcUU'Ctitin acliyitieM. The o hi* I'ully (h«voIo|MK! collection HyHtem-^KlSL— Ih inte- 
Kratrd into C()llectioh pro<ri*NNitiK hut dooH not fully NUpport the r(>(|uiretnen(H. 

. t'OHW; KKKKcrriviCNICNH ANI 

-( Over ihe ibur yoarj* ehdinK la HiK^al ^ear lOHl), cohI« of Federal HtalT involved in 
Imux colioctioa have jimounted to nbout $11) tuillion -lm percent incurred lit the 
Flm* j)rbKram. AlnaJt IJfi p>erctMU of IImw overall coHtH are dir(n:t_ coHiw Jbr Kodenil 
Htiifl* and amwiciiUiHl exfHJhneH in the reifional op^MatiiinH while allocated overiumd jic- 
cbmilH rbr 4d)i)ut :J1 j>erc^?ht of total co«U. Apprbxinnitely 2 rwrceiit of rewional col- 
U»Gtibttii cbiitji are devoted to direct Jujiport of the two rei{ioaal_contri»ctorii._. 

No NlKriiflcant d^fft'rence exiHl^* itv the coHt-offi»ctiveneHH of Kederal and contnictor 
collection eflortM. 'Hie culculated coW-emictiveneiw r/Ttio for Federal Maff anjMiJirtt to 
be KiKoifi(?ahtly better thai) Ibr contract agency cH)IUH;tionH. TiS baMic nymheri* huk- 
■•tCeHt that Pederhl Htiiff collect -$^1.^51) of debt for «ach dolhir of?oHt incurred vvhertyiM 
thi> cbritracti>r yibtd itt ateiut $2.20 far eiich doilnr of their. coHKjadd by the Federal 
KbVi'rMmertt Ubwever. lHH?aUH«t irbritriictorH have received collect iW accountii already 
•'worki'd" by Federiii Ntiiff, tfeme niitiw are ivbt meanirvKful, Wo iKiileve that fijjiy 
comparalUe Ciwe^ w^uld Hhbw little difforeiice in cbHt-efTectiveheMi*. KeKJirdhmH of the 
lUhClionH cb|idu<?te<l {yy private cbllectioh iiKehcieH, the OeiMirttnent In urtirnatejy re- 
HIKmnible for Una I reHoluttbh ()f iiccbiitUM, iihd heedw to ix'rforni Heveral c'olinction 
aetivitieH with iti« own MniV. ; 

Future workload pluH biicklbjf rlbiia-up H*re lik<»ly lb re<juiitt both contractor and t 
Federal ntaff iiu^stKirt: Uaned bh IjiHtbrlcal FISL ejtperience. a Htiiadard titae of I cjav 
|M»r completed debt etillectlori caHe In rejiHonable. Frora thiN Htandard, pluN tl)e back- 
log jind onRoinR^orkJ^iad. the humlM«r of reciulred collection wtaff can ho oNtlniated. 
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- The^urrent number of unresolved apcounts is SlJ^OPO, andlhe^Department is ex- 
pected to receive about 400^000 : :: 

a total of some 3,300 staff yeara of effort jviJL be required to eliminate the 
^§cklc^ and proccass the new accounts receiv^^^ fiscal year 1983. This com- 

• P^res to akwut 2,100 avaUab^^^ now scheduled^ to be_ oa board during this 

P«r^o^A t)ius crating a need for a total of about 1,200 additional staff years over the 
next three years. 



- OPTIONS AND RECOMMENDATIONS 

< L To strengthfiiL th^ J^partxaeiit's student loan debt collection programs, two kinds 
^ of actions_shoiild_be_Jaken. Pirat.Ja set of core recommendatidhs should be installed, 
^and»_seco_nd^_a selection ::'sh6uld: be niade from among three strategic program op- 
itions^ Th|Bcore_recominendati6ns arei'' , . 

' Consolidate all .National Office collection activities into dnie division-level orgahi- 
zatioji in iJi'e_ Office Jif Stadent Fiiiencial Assistanc^^^ / 

/ iJstablish an effective writeoff and/or final dispdsitidn policy (prdpcwsed elements 
^ of this_policy_arej3uggested in the body of oar report): 

__Establialian_effective reporting and monitoring system fdr routinely evaluating 
the. cost!«ffectivnesa of :each program. 

-_Obtain^ contract debt collection agency support cdhsisteht with the strategic prch 
gram_Qptionj5elected. . 
Improve^ the efficiency of regional debt collectidri dperatibhs. - ^ 

- In-addition to implementing' these core r«cdmmehdatidhs, the Department heeds 
to implement ^Dne of the following t^ree strktegic program bptiohs to clean-up its 
backlog of unre^lved accoants aiid expeditidusly handle hew • _ 

.Option t-~Corttinae the current staff level of approximately^ l',100 through fiscal 
3'earl982 and contract oat 333,000 did acccurits. _ _ 

. Option li— Carry through with the -currently prbgi-animed reduction in Federal 
stafl^ to 530 by the end of fiscal year 1981, consolidate' 4n to three regions and con- 
tract out almost all of the 816,000 Uni-e^lved accounts. New accounts would contin- 
ue to be worked by Federal staff. - - 

1 Option Hi— Reduce federal staff to 530 by the end of fiscal y^ar 1981 and to 230 
by the end ofiiscal J^ear 1982, Cdhsblidate into three region^ and iis.e contract collec- 
tions ots almost all accounts; both, backlog and new. 

__ The cost-effectiven^ df each of thisse three bptiohs is estimated to be approxi- 
mately one :dollar of cost per $2:00 of loan recovery, with total collections between 
$l80_and $225 nsilllon: v _ 

. Since current ED planning and budget prdgranimihg will reduce Federal staff re- 
sources.by more than 50 percent by the end of fiscal year 1981, an immediate deci- 
sion is^ needed on one of th^ optidiis to provide sufficient resources, either contrac- 
tors^jJT.Federal, for the continued effective fiihctibhihg of |he program. Since s^me 
contractor support is inescapable, the principal prdblienlia to acquire sufficient re^ 
sourc«i^so_the backlog can "be eliminated by fiscal year 1982 or otherwise ED must 
tolerate its exu^^-^e for additonal years: ^ ^ 

Simon, What were your ihstructibhs when you took on this 
chore\_the instructions from the Department? Did they leave you 
free? What were your instructions? 

z Mr . Hearle. There were none that shaped what we did, other 
than the objective. The contract statement is ih a single sehtende: 
^o cpnduct a study of collection activities under the U.S. Depart- 
ment of Education student financial assistance ^ro^am,L analyze 
results^ ahd_provide recommendations on the operation of future 
collection activities. , - 

There was the plan to reduce staff to 53G by the" 

end of fiscal y^ar 1981: The question was: Caii we do it_ih light of 
the experiment going on, and what are the different ways we can 
do it? ' _ ^ 

Mr. Simon. jypu Mlfcabp backlog of 516,000 cases and at an- 
other time a backlog o£ 800^000 cases. I have two questiohsi One is 
a discrepancy of thpse figu^ how do ySu enter the back- 

log? How far behind are you, before you are part of a backlog? 
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Mr. Hearle. On the first one, the backlog is:^16,000; 300,000 was 
-the humber associated with option 1. , . 

Mr. Shaffer. 4n p^neralr'the backlogudeflnition was the Depart- 
nient's definition^ : Generally iiv. the FSEL cases^ that .was the 
nambe^r of casra to iiwe^-wdrke^^ were qui^ old. In 

the'matter^f Jhe NDS_L^ turner over to 

the Department, as a" result of the institution turning them over to 

the Department li_ ■ : _ 

^ In addition there were several smaller programs, BE66 arid the 
" CHiban program, which were very much in arriears arid werie clearly 
a backlog. " • . 

Mr.^ Simon. When you calculate costs, do you include Federal r^ 
tiremen^t_:Costs in there^ 
Mr.' HEARi^: jfes; at the ()MB guideli^^ 

•lMT' SiMC^:^ froirLmxb^^ the 

•various statistica that shows a remarkably good record is the San 
Fraricisco.area. any consider were they 

successful, and can this be applied more universally? 
^ Mr. Hearle. They are extradrdiriarily successful, without any 
qu^tipn. We were only there a brief time, and Tom can roftiment 
on^tfiis^ __ - ^ ] 

Mr, Shaffer, Unfortunately y/e did not have the time in a weeks 
where v^e had to cover a lot of territory, to see the exact nature of 
their operations and the why of wlvy^i t was so effective, n 

fi^ our report, we rmsed the fact that it was interesting, but we 
were riot abl e to take a detailed loolk at aJl the regions. _ _ 

Mr. Simon. It would appear not too lacking in good sense to look 
areas where they ar^ rnarkedly succ^^ tp_ keep those 

areas going, and in areas where there is less success, shift things a 
little more. Is that urireasdriable? _ _ _ I -l ^ 

5Ir. Hearle. They have a joint effort in San Francisco, jchey have 
an employee effort, and it was one of the experimerital sites Tor the 
cbntractbr effort: * 

Mr. Shaffer. We suggested in our report, San Francisco should 
be ivonsidered as a prime collection region, so we did take cogni- 
zance of that fact. _ ___ 

Mr. Simon. .Did you take a separate look at the NDSL arid QSL 
statistics?. ' ' i 

•Mr. Hearij:. We looked at i_ ___ 

Mr. Shaffer. Although, sir^ the only thing we jcomputed. the cost- 
effectiveness on was the FSIL program; the NDSL program th^ 
has not been enQug:h experience to pull together the figures, md 
there was no contractor effort either, so it was riot possible to do a 
cbst-^ffe:_t_iy_e_riess study. J ~ • 

Mr: Simon. The pj-ivate agencies are charging a ltttle less than 
what a private (Lollectiori _agericy_m 

tained, do you think, in the contracts that may come out of all 
this? . — _ - _ / 

Mr, Hearle. It is bard to know until the bids come in: 
Mr. Shaffer. I thirik they were dissatisfied with the: drigirial ar- 
rangementa because they were getting accounts that ^ere worke3 
previously fairly hard by Federal collectors, as I understand it. 
_._Thexe_ar& actually two different rates functioning, and they are 
very different. One is 28 percent, which was actualfy on the low 
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... "^de. The other c&te was 38 percent in San Francisco, which is a 
httle bit on the high side. So %lxere were really two different rates 
compared. _ 

^Mr. Simon. What if suddenly Edward fiearlefeame Secretary 
of Education and now you have studied tjiis and jybu had put the 
' program together. Ju^^^ of serving the Nation 

on this problem and serving the Nation effectively, wfat. kind of a 
mix^ would you havie of the private and public collection? * 
__Mr, Hearle. Well, it is partly governed by cdristraints outside 
. th» program that I migh_t face injterrns of positions that must be 
reduced somewhere in the Department. The attractiven^_ from 
one perspective of logking hard at relyihg^bn the private collection 
agencies herejs^^t^ there is a private resource out there that can 
be drawn upon, which is probably not equally: *rue across the whole 
range of tMiJepartment's functions. The experiment I think has 
beipn reasonably succ^sftri in that the yield^has_l^en cost effective ' 
and there have nbt l^ . 
^ So, my ovra inclination, siri in response to ^qur question, would 
be to rely substtotiallym a mvate collection operation, although 
monitored by a small, tight, federal management staff. 
J -f??*]'^"^, to emi)hasize the esse^ of having a couple hun- 

dred Federal ejnployees doing what needs to b^ done. . 

Mr. Simon. Mr. Weiss. '_ __ ' _ 
z ^Mr. Weiss.. Thank you very much, Mr. Chairman. I get the sense 
as i listen to testimony, both today and last time you were here, 
that there^is a feeling on your part that if you had more time, that ^ 
perhaps you would give us more definitive answera. Is that accu- 
rate?, _ 

Mr._^HEARb:.-Yes; a 6-week study' done during Christmas and 
JNew Year s :is_not enough time. But we are corrfident this is a re- 
spectaJble rejwrt. On the ^ther hand, we did hot study it the first 
time. Others had studied it before. ■ ' 

Mr. Weiss. If again you were suddenly thrust into being the Sec- 
retary or Assis^^ would you in fact ask for 
TT-®^®° before you came to a final conclusion^ 
Mr. Hearle. No; I do not believe so. I think I would move to im- • 
pLemgi^ because of the time that is available before whatever the 
implemented option is has to work._I. am concerned Jhis has been 
expressed^in aie chmr^ opening statement about a protracted 
interun^penod^ white the act is occurring. We have to tilt this some 
^ x-^' tir contractors, so let us^t on with it. 

J 1^ ^^^ '^^'^ cbm^Mjjrwere beihg interviewed to 

undertalce tli^assig^ there any discussion as to why it 

was essential for thia study to be undertaken within that very close - 
timeframe you talked_a^ut? ; 
_ Mr. Hearle. Yes; in the sense, that the Uhder_Secretaiy wanted 
to have a completed re^rtjtb give to the incoming Secretary, that 
was the dnvi^g-time horizon. ^ 
_Mr. Shaffer. There w^ by the then Under 

becretai^ that in fact this handoff, if it were ta occur because there- 
was a congressional mandate as to staff, that this handoff to either 
pnyate collectors or continuation of private staff could not mbve on 
8moothly.There is a fair amount of transition work that had to be 
done and his instructions to us were, let us see if we can get to the 
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bottom of this issue sb spme sbii p^^^ can mAde^ and also 

so it do€S ^not gst last^ in the shuffle with a new administration 
coming in so ther^iLi^^ , 

Mr, Weiss. In^essence, the mandated staff reduction in the Edu-. 
cition Act of 1979 really underlaid ail this effort, the urgency of 
the effort. r _ 
- Mr. Hearle. Yes; that iis correct It was going to happen by the 
end of fiscal year 1981 and what should ^e do_ with this progra^^ 

Mr. Weiss. And the mandate of that law is, to reduce staff by 
some 500 people, right? , > 

Mr. Hearle. jfes. _ _ _ ' __ ' 

Mr. Weiss, And it was.the pur^ose o^ the study_ as^to wj^^^ 
that could be done and whether the work those people did couH be 
done by prLYate cphtr^^^ _ _ _ : ' : 

Mr, Hearis. To look at the experiment which had'been launched 
months before to see how it had wofkied and if it would 'he ex- 
tended:: , . ^ . . 

Mr, SHAFraRv^TO real problem, a potential p 

achieving a personnel reduction. It was to be taken as a possible 
restraint, arid we should look at other plans. , - 

The then Under Secretary made it very cleai;Lthat even though 
the Departnierit was in the position of^having- to jreduce 530 posi- 
tions and the preliminary plans weref e^^ get 
that was not ia given and should :loiik at ail tha:Options: if it had 
turned out differently, if it had been shpwni JhM FMergd^eol^^ 
were^ much more cost effective, then you can ^ways come back to 
the PrMidenti^^ the Cpngf^Stito relieve, the situatibri or take it from 
somewhere else in the Dep.5rtmerit; 

.1 Mr. Wg[ss.i^iy I_gathe^^ again^jn^pur judg^ ttiuch 
a wash. We may or may not disagree with thSt, but in fact that is 
your cqriclusiph? ^ * ; ' / 

Mr. H^ri-e. Yes. ; - 

Mr. Weiss. As I think back to when we were discussing the cre- 
ation of the Department^ and I serve oh the Goverrgment Oper- 
atidris Committc^j I recall the insistence of the committee arid of 
just about everybody involved in the process that _the Sl^artnieht^ 
would not only be r^^onsible for adding additional staff i»ople, 
but would end up reducir^ staff 'progS, That i^^ 
-mandate was written in the 1e«v. _But what underlaid that jsr^ not 
the reduction of :people^iWh 

savings or increased cc^ts, one or the other, andit jast^seems to me 
what we_are_dmhg iiv th^^ it is a wash, by 

off to other employhient levels of operation, to private contractors, 
is at most mating the letter of this law; that is, we wiy<have a re~ 
ductlon of sti f^^people^ but in fact there will be ho reduction in cost 
at all. It seems to me that perhaps you had addressed that, or were 
you asked address that at all, or was that beyond the scope of 
your study? . . ^ _ _ _ _ - ^ _ 

Mr. Hearle. _We did hot IcKDk beybhcL the iBaue_pf the 53^peraph 
count. As I indicated, there one option 4;hat put that aside and 
kept the staffing: for an addjtional-v^ea^^ 

very much,_is it possibleto carry on the program and-reduce it^by 
that _iiumMr of people while relying on the private collection 
agency route? 



Mr- Weiss. Is k not also iK)ssible^ the Government has in es- 
sence given «p 1^ capacity to undertake collection, when more re- 
alistic consideratidns enteMntb-the assessnient by the pri- 
vate companies, that you may see an increase in the cost of those 
contracts? - • ^ 
Mr, Hearle. I suppose it is possible. ' * 
Mr. Weiss, r understand the private contractors are charging: 37 
aijid_33 percent resj)e^ for collections, but that most' agencies 
charge a 37^percent mimnmm and up^to 50 percent. So; is the_re_not 
already built into thisi an estimation of what the tiltimate. 
cost "may be ot\ a contract i^is? _ ^ ' 

Mr. ShaffeS. W^^ the Contractors 

charge is related to the ai^fant they can get recovered frdrn loans. • 
. The way the Departmen^^ that it gets the best recov- 

\ eiy is through competitive |>rocessing and recompeting, if neces- 
\ sSg^, or whatever, if necessai^X^ 

Otw:^^ the^tes charged on NBSt and other ^c- 

jcounts^y private^ Collectors or gliarantee agencies on, tele- 

j phone survey, a^^^^ average^of 30 percent. So it is possible ^ 

J^ey could have a higher rate, but I would be very surprisad if the 
^^f3artn?e nt ke ^jjs the process competitive and controls it effective- 
Mr. WEias. I a^ the possibility and indeed i 
think the likelihood that you will -end up.-^you know at th^vveiy 
the costs will be the same.: Yet _ in CJovernmeiit are^^not" 
pretending that in some way we save the taxpayer a lot of mdnW 
by laying off ernpldyees arid taking; the intb the private sectok^. 
Ultimately a year or two down the line, somebody will total up 
whatthfe^osts were arid we will se^^e will be in the same place . 
and we will be charged much more for work the Government coiild 
have been doing for less> In the mearitimej we will have taken a 
Blbyrati^big Gpyerrii^ reducing staff, but we will not have re- 
duced the amount of money takp^yers have to pay for this. - 
Tharik you very much^ 

Mr, Simon. ^^f J toss a few othfr questions iri your direction. 

Di^^u take a lpok_at the question of IRS and availability of ad- 
dresses? We' have authorized this Tor the Pederal Goverrimerit. Ob- 
Mqusly IKS would riot turn oyer such addresses to— I do not think 
they would, anyway--to private collectors. 

Mr. Shaffer. We looked at that as an integral part of the proc- 
©ssing,:yes^ It is an effective technique. 

n Mr. Simon. Do you see this as a rii^br barfier for the private col- 
rectoj?_ ^ i_ / 

Mn Shaffeji. it is not clear to riie that the Department aft^ it 
gets the address cannot give the address to the private collector. I ^ 
can see you would not allow the access of that cdllectdr to the filfes. \ 
I thirikjpaybe they are doing it, providing the addresse? anjrway to |. 
the^llectioh agency. _ _ . ''^ 

- Mr^JSiMON. Did; you take_ States or schools under 

the NDSL program that werfe successful — that are successftil arid 

why. they are suecessfulZ \ "_ -_ _ _ ^ 

Mr. Shafter. We just talked\ to them briefly by phone. That is all 
we had time to do. They considered that theii^pnDgrams were rea- 
sonably successful using collect6rs and using their own' staff in cer-^ 




tain cas^. So,, again, from the evidence from what we could get 
P|tJy_ !>y fihbhe at ihat poiiit^ it appeared either way could be suc- 
cessful __ ' / 
• Mr. Sim on. N o pattern emerged from that? 

Mr[ Shaffer. No distinctive pattern. It was a random sample of 
institutions. ' * * 

Mr; Simon. Mr. Dean, the minority counsel, have you any giies- 
^ tions? 1 : . 

Mr. Dean. Yes, just one or two. 
_.PW ^bji find empic^yee turnover amon^t the private cbllectors to 
be a problem? _ - : ^ _ 

iMr. SiMlTTtR^ There was some turnover., We did not have time to 
^sess the impact. It was. higher. As I recall, it was ardurid'20 to 25 
^ P^rceht.^ __ 

_Mr. Dean. The second question relates to the? fact that the De- 
partment apparently is just going. to award three contracts. 1 loiow 
that pension funds often award a number of contracts to jwrtfolio 
nianjE^era and let them comj)ete among themselves for subsequent 
contracts? Do you see any obstacle to doing this with these collec- 
tions? _ . 

Mr. ilEARLE. We have not seen the RFP. I think th^ce would be 
some dedrability with multiple contractors. \ 

Mr. Dean: Have you been consulted in formulating the RFP, for- 
mally or infonnally? *• _ 

Mr. Hearu:. No; we gave them some ndtidns bacfe^'ih "January at 
_ the timejthis report ' . i 

Mr. Dean. Will you summarize for us what these notions were? 
_ Mr, Shaitek, It basically went to the fact that alternatives for 
- the Department should consider a first-placement and second^lace- 
lient basis. We also- su®^ested .in ^ fact the cases should be clearly 
^. identified as to what kind of cases were theyv Had 
n<rt: been Avbrfced before . because that msdces a j^Mlerence on the 
return. There w^fe a number of ^rim^ly^technic^^ points, and I 
believe we included some of the cora^^ 

. P'^*^ 9f ^)^? s^iS^*^^o^is^Was c of laJlpwing: the c^ 

tipn s^ehcies to tise. their reg^^ offices. They jdo have regional 
officesgkbut of couree that has to be balanced in light j)f protectiiS 
the F^sderal Gfovemraent's iiiterest. li i iey user the regional officesi 

they qannot be^onitored as closely. 1 _ _ J^ _ \ • 

^ Mr. Dean. ViHiiat is first placement a id second placement? - : \ 

"^^T?^. First placemjBnt meuns it not be^n worked 
before, and second placement means it has be^n worked before, and 
• therefore the collec^dn agency requests a higher rate in order to 
work it. 

Mr. Simon. You refer to loans as being delinquent or written off. 
At.what point is a loan written off? \ _ 

Mr. Shaffer. It is a diffused policy, ahd that was jpart of the 
problem. I believe the Debt Gbllection Act, or one of the Iwns guid- 
ing-it, the guidance is very vague, say something abmit:^ is 
no longer cost effective to carry the loan, >ou should write it off. 
The Departmpnt was using a figure liiider $10 as being the noint of 
writeoff Another figure, |7(rto $80, was also written off after due ' 
diligence had been shown in collecting the loan. 
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: There were a lot of loans, $1,000, $1,500 debts that nobody quite 
V. knew what to do with/ They could nb^^ people to collect 

from, or it was too much work, yet nobody was really willing to 

V write this off. . ^ 

1 .Mr. Simon. We thank you very, very much for your testimony and 
for_your lielpfulness here. j /i __ _ S_: 

ijOur next witness is Mr. Thomas Butts, assistant to the vice presi- 
dent for academic affairs, the Uhivex-sity of Michigan, and sbmeorie 
. whp is^r^ot unfamiliar to-the subcommittee. Our colleague, Mr: Jef- 
fords, will be coining along, arid we. may interrupt your testimony 
at some poiht^ihd get back to ybu.^ 

STATEMENTpF THOMAS BliTTS, ASSISTANT TO THE VICE PRESI- 
DENT FQHACADJM1£1AFFA THE UNiVERSI'^Y OF MICHI- 
GAN (FO/MER DEPUTY ASSISTANT SECRETARY, DEPARTMENT 
'OF Eaj^AtiON) • 

Mr^UTTp. That Js npl problem, Mr. Chairman. It is a pleasure to 
be here. This is the first time I have testified before- the committee 
without having^estimbriy cleared by OMQ. I must confess it is a 
unique experience. '_ 

Mr. Weiiss. It must be a heMy fe^^^^ , * 

Mr. Burrs. Yes. These program^ as- you well know* have had 
strong bipartisan supj^ great deal of concern 
over the years regarding the predibility of the program in the 
public mind. The prdWerp; with ^default and btber problems of 
abuse in the program have required, that strong steps be taken to 
insure program integiity. ThM^ It^^^ the 1980 

amendments when we were debating how to improve the- programs 
and not wliether of not they shbuld_exist._ The fraud-ahd-abuse ef-^ 
forts which have taken place over the last few yeare i think have 
contributed to that particular situatibh. ^ 

I would say, as I mbve into my brief remarks, that the civil serv- 
ants that i worked with in the Department were absolutely put- 
stancUhg^ ded^^^^ did thieir very best to operate the pro- 

grams effectively. My experience was, when you permitted tliem to 
Use thgJt^ntSitheyi^have, that you get good, cost-effective results: 

I am conberned, however, in- the last'few months with Mr^ Bell's 
statement to the_staff that "* * *, the collection of student loans is 
not an integral part of the mission of the Department of Educa- 
tion ^ * ♦''.-^ ^ 

This forward-to-yesferday attitude reminds me of administratidhs 
prior to 1977 when the only interest in the programs seemed to be 
to abolish certain ones by lack of administrative-support—=thus dis- 
crediting them by de facto ehcburaging fraud and abuse. \ 

• My cpncerns range somewhat further than the area of student 
loan collections, and I would like tb briefly, touch on them with 
ybur jjermission, Mr. Chairman, We have seen in the past few 
months: _ _ 

L^In^bundment bf the Pell — basic grant-~delivery system for 2^2 
months to make an unnecessary and inequitable chahge ih the 
family^ conMbutibn sc^ at an estimated cost of $1:5 milHo^L 

Shanging the family contpbutiort schedule in such a way as/fai^ 
ask most-^f the poor s^iA the least of middle and upper income. 
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There has been ejiough cohfusidh caused in the guaranteed stu- 
. dent loan program to cause at least one State — Michigan— to send 
letters to all lenders telling them not to give students loan applica- 
tions. _ - s - - - ^ _ 

Misleading the committee by saying that $166 million would be 
added to the^ national dlrect^s^^^ 

year 1982 andLnot noting' that it would be cut by $166 million in 
fiscalj^ear 198L,j J j i j 

Dismantling the student loan collection force which will result in 
- fewer Ipan^ co^^^ defaulters and reinforce the notion that 

loans are notjoans but grants: _ _ _ 

We have seen the refoirrals of defaulted? national direct student 
loans by institutions as provided for in the law giispended. 

Over the'years a great deal of criticism about the management of 
the Federal student financial aid programs has come froni both 
Members of the Congress ahS from the postsecondary community. 

While some of the criticisms may be j'istified becau»B of pfevidus 
mismanagement of the prdgrfiuns, a great deal has been done to im- 
prove the deliveiy and management of the Federal student assist- 
aifce programs and to eliminate fraud, abuse, and waste. 

Much, however, remaiiis^^ contmued imprw 

ments ih the management of tife- student aid programs. 1 would 
like to share with ypu some of my cp^ 

exist In the Department as they relate to ^le student financial pro- 
grams. I hope you will find my comments useful. 



STAFFING AND RESOURCES 

Fii^t, further erosioH of resources will cause efforts to combat 
fraud, abuaB, and waste m 

Since 1978, 0SFA has conducted %59e imtittitional program re- 
views and 4,220 aud^^^ million in 
liabilities to the Pederal Government. The restrictions on Mring 
aiid the diminishih^ meant that last year we did 17 

. percent fewer education institution reviews than the previous year. 
To measure Jhe im^ pf_ the _t^a^^el restrictions and' staff reduc" 
tions, or to measure the effectiven^ xtf program reviews, a simple 
fpraiiUa can be^^^^^ $20,000 spent in program review 

travel, an estimated $1 jnillion in recovery can .be anticipated. 
OSFA: currently has- i^^ more than 2,000 unresolved audits^' 

^ As^resources diminish, only ^ucursory review of audits can be done. 
J Second, as one loo^ at OSFA's staffing, it is necessary to under^: 
stand the heavy reliance OSFA has on contractors to provide nece^ 
sary service in the administration of the programs. F6r example, 
the contract for processing Pell grant applicatidns prwid^s m 
only the processing of initial applications, but the handling of data 
corrections, matches with social security and other data Jdurc©3,_as 
well as handling the tens of thousands of inquiries from students 
arid the public. - _ ^ - \ ^ _ j_i 

Other contracts are used: Dne, in 'the aHministration of the guar- 
anteed/Federal insured and national dinBct^student loa^ 
two, to handle public inquiries about the programs; and three, to 
conduct program research, analj^is, and training. / 
X ■■ . --^ ■ • 
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iSofn^rl ''■-^t%§iT'°" °f eomplianc5e ta the Office of the In- 
'WS TutTP¥^W has. severely hampered QSF^I's regional of- 
^h^^^'^M^^'''''''^ '° also left a-void that must 
be taken up by OSFA's program review staff. Without additional 
resources, unmet needs will als'o remain in this area NoS S 

Sinuf^ - - ^' have chosen to target their attention 
primarily ©n criminal cases— not civil: - A 

^"^"y^attention must be^ven to the" problems OSFA 
personnel fecem obtaining essential management support and 
services withm ED. ■ 

^J^M^h^fepi unable to obtain sufficient skilled personnel nec- 
essa^ to: (aj develop contract requests for proposals rRFP'sl: fb) 
monitor contracj; Je; develop and handle necLary ^^^counting 
functions; and (d) develop application and reportinl forms™ 
help reduce error and waste. , wiig lurms mat 

Mr. Simon. If i may^interrupt jrou. Our colleague has arrived 
it you do not mind being interrupted, we will get back to vou in 
a minute. - . ^ ^ 

■ Mr: Jeffords, We 'look forward to hearing from you. 

STATEMENT OF HON JAMES M. JEFFORDS, A REPRESENTATIVE ^ 
IN CONGRESS FROM THE STATE OF VERMONT . 

m^yJ^'T^^'^^^''' J^^ant to thank you and the other 
raembers of the subcommittee for giving me the opportunity to 
appear before you thi& morning. ^ "Fponunity to 

o^all, I would like to commend the Subcommittee for taking 
efnm^i-W <^°"ection. The ma^ the Federal Go^ 

ernnwnts outstanding debt problem, at all Federal agencies, is as- 
M mfed^l2¥^*h^,-^ °f of the biHipnfn 

fht^ tfrl fk! v v^'"'-'' '^^f^"^' delinquent. Moreover, at 

ffiff fame the stateof many agenov accounting systems was^o poor 
that It ^was impossible to determ;^ if an additional $2.4 biUioii ^vas 

tegiven top prionty and -addressed vigorously at the US Office of 
M^ation and across the entire breldth of the Federal .Go4rn- 

n^L^j'^ - ^^i^Iu ™aJ{ini headway. Administrative savings were 
called for in both Democratic and. Republican budget alternatives 
HR ^^ftt^ under suspension S'lhe ru^^^^ 

ri^' J^f ^ the authority to refer the 

Sfi,°«^-%^*'^^.hoTr<5^^ credit bureaus. Th^ bill should 
Son of ai?f ^?^nff °f Ed"c^«on In New Jersey, where the condS 
d?£ulte L'^rSa^^l^ '""^^ ^""'^ '^'"^ b"--"!' 

l^?fnnTnnr<f¥f^H°I"'^¥ •^^'^^'"^^ agencies naed additional col- 
lation tools. I think the administratibh'siDlan to use private colla- 
tion agencies in order to bring defaulted NDSL and FISL loans in^ 
repaymejit IS sound: As I understand the felan, roughly ontlurth 
of the-^ F^der^l term ^coU^^^^ be retained by the Sffice 

throughifiscal year l982 in three regions, San Francisco Atlante 
and Chicago. Defaulted accounts wilUtUl be revieS lf^he Si 
al level, and Federal ^iployees will stilf prepare cases for reflrml 
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to the rJustice Department anS foi^ cancellation in the event of - 
death or.disabJement But basically, '^le F^e^^^ being 
scaled back and a new tool, collection agencies, is being made avail- 
able. The more tools we have, the better, n : i , ; 

The use of collection agencies has been reinforced by the GAD in 
ius report entitled, *^The Goy^erhmen^^ 

Collecting Its Debts By Following eommercial Practices.? The pilot 
projects mpnitored by the Atlantajar^^^ 

teeri successful according ta a number of analyses, including one 
conducted by Booz-AH§n ^ Hamltpn. AUhpugh it has not been pos- 
sible to rriake valid cost-effectiveness comparisoSs bet\yeen Federal 
and private sector collections^ private c^^^ ^^j^g^^ Per- 

centage of accounts in repayment status and obtain larger ^monthly 
payments. A case:cah be made that^he m<^^ collectors are 

at work in the private sector, simply because the pay there is 
higher than what they can expect fromTF 

a private operation ^an probably be more responsive to fluctuations 
in the caseload;- Federal agenciesLby can be somewhat bron- 

tdsaurus4ike in adjustment: to changes: ^ • 

I certainly do not mean to Imply that^^^ term em- 

:pldyees have not been effective, because they have been. A keen 
sense of competition was fostered'betw^ 

results have been good. We have seen almost $1 million in collec- 
tions coming into ED 'per week^ l0^sJ■oughly ^^^^^ 
annual basis. But-the authorii^ for most of the term apFK)intees 
does expir^ as of September_3y, 1M2^ arid 

individuals have done^vhat they set out to accomplish, reduce the 
backlog of defaulted GSL accounts, _0f the riiore tliari 600,000 GSL's^ 
in default over the past 4 years, more than 90 percent have been 

resolved. : j _ i: - . 

Although I do support the use of colleci:ion agencies, I would like 
to see an additional step included: in itHe^ 

Th^ Collection system I favor is included ia my debt collection bill, 
H.R. 2543i which I introduced on March:^17 arid which currently 
has more than 50 cosponsors. Title li of the hill pro vides for a quar- 
terly re\':iew of the portfolio or defaulted NDSL and FISL accounte 
by ED. During these- reviews, accounts determined to have been 
with the Office for 6 months ari^d vvhich are nd^ 
would be ^contracted out, on a competitive basis, for collection by 
private collection agencies or the JStatJ gtiaxantee ag^ricies. 

Loans contracted out which have not entered repayment status 
after 1 year's tirrie would be referrMito the Justic^^ Department if 
the balance i& in excess cf $665; this provision rejilects current prac- 
tice. Loans with baiarices'of $600j)r less would be referred to the 
IRS for offsetting! against tax refunds that might be forthcoming to 
the taxjjayer. r _ u: _ 

.My point here is that some are worried that collection agencies 
will skim the ^eam off will riot spend much time with 

accounts that^are tougher to crack. I think we heed backup proce- 
dures, and these should include referral to both the Justice Depart- 
ment afid the IBS: The' IRS has' a very effective collection ppei^ 
atibnrarid, J think we will firid that a goodly .number of the more 
diffi.cuit defaulted borrowers will have tax refunds coming to them. 

• ■ ' . 24 ' . ■ , 
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Again, J congratulate the subcommittee for Ibbkihg into this sub- 
ject. To„the extent that ED can formulate an effective debt collec- 
tion system, it can provide very Usieful guidance to other Federal 
agencies such as the yete^^ Administration which have sizable 
default totals in their education loan programj^. 

Thahkj^du, Mr. Chairman^^^^^ ^ 

Mr. Simon. Thank you very much. You are the first witness I 
have had in my 6^2 years here who has referred to anything as 
brontc>saurus-like. 

The IRS idea that you suggest here, is there any precedent for 
that? i„„_j • z:^ 

- Mr: Jeffords. The only precedent . in a sense is_ the examination 
Pf the pbtentiaL T% did an analysis, I 

believe, last yean^r the year before, which indicated if ybU take a 
lcK)k at the total Federa^^^ owed, it could haVe picked 

up about $4 billion by the use of the refund situatiart 
- That means there are a large n^umber of people that owe the 
Federal Government, money who get back refunds in their checks 
because of their tax situation. 

Now some of those might be hardship casi^s, but neverthehess it 
would be an effective tool for recdveririg a considerable amount of 
the money owedj to the Federal Gover^ ' 

With respect to the amounts owed the Department of Education, 
I am hot surei whether that >yas broken down. I guess it was a: gen. 
era! 30 percent across the board with respect to different types of 
loans that could be pyicked ujp by the use of the refund system. 

Mr. Simon. Have yon had any reaction from either the Depart- 
ment of Education or the IRS tol this idea? 

Mr, Jeffords. The response of the IRS was not with respect to 
this suggestion, but rather with respect to another attempt, and 
that was ltd working in the food stamp areas. E^t their general feel- 
ing is that they are understaffed and have insufficient capacity to 
take on additiojial work. I feel that is an unfortunate position to 
take, for if such a thing were to be productive then the additibnaj 
number of employees needed would be justified. Four billion dollars 
is a. lot of money. 

Mr, 5iM0N. The Department cpuld^ in effect^ adopt on its own 
your idea, could it not, without legislation? 
Mr. Jeffords. With respect to thei>rdjposal— — 
Mr. SfMON^The 6-month^por^^^ 

Mr. jEFFORfas. That is correct. It is my understanding they are 
expected to do a number of thes^^ 

Mr. Simon. As conti-acts are handed out, have you any sugges- 
tions as to ^^hat kind of stipulations ought to be there for private 
agencies? ! ^ - 

: Mr. Jeffoms. Only tha^^ be care taken in 

the type of af;encies selected, and there should be guidelines 'as to 
the procedures utilized. Having been an attolrney involved in this: 
kind ef business, obviously, some collection agencies can be ruth- " 
less in their apprx^acheis, and it should be spelled but what activi- 
ties will be allowed or proscribed to prevent the abuse of collection 
agencies to overdo their job. 

Mr. Simon. Mr. Weiss. * 

Mr. Weiss. Thank you very much, Mr. Chairman. 
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Mr. Jeffords, welcome. 

i think the legislation proposed, if I uhdersti^^ 
be commended. Your suggestion is that as, far as frst^efforts are 
concerned, that will continue to be undertaken by the JDepartment 
itself. „__: : ' 

Mr: JjEProRDS, Th&t is^ correct: . 
J Mr._ Weiss_. : Dh}y[ lafter failure, for some 6 months would it be 
turned over to private collectors for subsequent efforts? 

Mr. jEFTQRDS.iRi _ _ : _ __1 :^ __ i : 

Mr. Weiss: Have you any estimate as to the percentage of the 
coUectidns that w^^ be completed by th(B Department and what' 
percent would be farmed. out to private collectors? 

Mr. Jeppords. All I can say is that the recent efforts have been 
successful, SO; the number would not seem to be substantial in, 
terms of overall numbers. I v/ould think the agency itself, if it con- ^ 
tin ues_ present _effor^ move to cut back on the 

nujnber of people collecting, woul^ collect a substantial amount, of 
the money^ if not the m^(^^^ ^_ 

Mr. Weiss:/ Have you any estimate as to the numbers of stafi 
P^9P^'^\ V^T^^F^^^^ prJ^^^P^ary* who vvould have t^ kept on by 
the Department complete that first collection effort? 

Mr, Je/fords. "No; I do not. We can furnish that information to 
the Department. 

Mr. Weiss. Thank jou very much, Mr^Chairman. 

Mr. Simon. Mr. Dean, * 

Mr. Dean: In preparing this legislation, did you assess the> 
iinpact of having IRS in^^^^ as a factor in mbti\ atihg people to 
repay their student loans? Do you think that would increase the 
number of students who wpuld_ repay _the_m?_ 

Mr. JiSFFORDS: I think that would cause a tremendous change in 
people having to repay their loans, just the fact /these tools are 
available. / 

What we have seen, unfortunately, is an awarmess of those we 
would want most to pay back their loans that thiy do not have to 
pay them back; that the ones you would want to give the best deal 
tOjare the ones w get the worst of the situatioBL I think going to 
a private collection agency or going to the IRS wbuld probably do 
as much as all the cplTectplrsplu 

Mr. Dean: Thank you very much: 

ThaitJt you, Mr. Chairmanj 

Mr. Simon. Do you have any feel' for the numbers of people who 
would be needed, assuming the 6-mbrith provision? . _ _i 

Mr. Jeffords. We would be happy to try to provide that informa- 
tion, Mr. ehairman. 

iijMr. Simon, I assume there are representatives of the Depart- 
ment here: My first-blush reaction to your proposal is similar to 
Mr^ WeisSj that oneLM tjle question^ we_ will direct to the Depart- 
ment when thej testify on Thursday is their reaction to your pro- 
posal. :: _ _ __ _ J .1 __ __ 

We appreciate your leadership and initiative on this and thank 
you for youigtestimony. ' 

Mr.: Jeffords. Thank you. I would like to add, when 1 was attpr- 
ney general in the State of Vermont, I got into some of these collec- 
tion efforts and. found them to be very beneficial as to the cost ef- 
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^ive situation. In the social welfare ^rea, 10 to 1 or 20 to 1 for 
dollars ^spent. So I would like td-emphasize thaticomes not only 
trom observation as to what has occurred, but fffdm what can 
occur. ^ 

^Mr. SiMCw. I hoti^:^^^^ test 'Sorry you suggest the pdssibility 
Pi turning these defaulted loans over to State ^agencies, also which 
ism lotngumg fX)ssibUity:th not occurred to me, frankly 

zi^Mr. JjEFT^RDS. Yes, there is a general .ieelirig the closer the 
agency to the people inypl^^^ motivation for people 

w)„rp^ and for those agenci^^to collect the money. 
Mr. Simon. We thank :/oU agaih^^very^ verv nui ch 
Mr. Simon, Tom Butts, t^ain, our apologies. : _ 

owe the University of Miclrigan a special vote on some- 
thing, because you mteirupted their testimony here 

Mr. Butts. Thank you for that, Mr. Chairman. 
- 1 think tte interTMtion_w^^ The recommenda- 

tion_that 1 left the Department witlw was basically what Mr Jef- 
fords js iropc^mg, that is that ihe Federal work force work the 
ioan _tori l|0 days, following prescribed procedures in steps thev 
would go toough, essentially those followed by the San FrSicisco 

. Following that time, the loan would Ife referred directly to a col- 
lection agency, ix:«siW^^ to a second collection agency. If the collect 
tion agency failed to collect, as they frequently do, and there is 
^^^^y^^? dan^ up when the^see it will hot be 

c^t^frective,^it^^^ be_ returned to the Department or re- 

fewed to the Justice Department for litigation, ^ 
o^Sa^^-^-^-*^ noted^in the Jast 3 years, we have ■ referred over 
* "^[^^^ to 4:he^^ for prosecution. In the 

n«?i'"lnh'^M^ u guaranteed loan program before that time, 
only 500 crises had been refefoed to litigation. 

^5 t ic-V^^^ S^^ since the rest of my testimohy is back- 
ground, i think, and you may waht tp ask me questions about it I 
clear Jhat I believe the effective managemeht of ill 
n^programs is ah integral part of the caission 
of the Department of EM]^^ * 
^:: Aaa-consequence, if there must be reduction^ m staff and operate 
mg eitpens^, pnprities^haye established within the Depart- • 

m^nt_ip^a^ure the progrmns can function effectively^ I -believe 
therefore, that it is essehtial that- priority for funding be ^ven to 
processing_coniracfe and support staff, fund traihihg, and public in- 
quiry ^ontracts and support staff and all efforts to eliminate fraud 
and abus^ If^ cuts ^must be made, there is ample- room in hohpr^' 
gram staff and- expenses to achieve reductions- This will Be more 
painful than finnj: teni^rary help which happens to have been 
pro^n to be effective, but in a long ruh will make for a stream- 
lined, TOore ettlcieht develdpmfeht. 

^inolQsing, Mr, Chairman, 1 would like to share with you a qiiota-^ 
^ tion_pr^nted to me by the^tate guarantee agencies last year We 
all got _alpng .but we did have our differences of dpihibn and the ' 
quote,^! thmk,^ is appropriate: /'We trained hard, but it* seemed 
every time^we began to form up into teams, we were reorganized I 
was to learn later in life, that we tend to meet any situation by 
reorganization. A wonderful method it can be for creating the illu- 
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ision of progress while producing confusioilr inefficiency, and demor- 
alization.": : : zi ii±z.. zz : L :^ : : : l\ 

'Ehank you; I will be happy' to answer your questions. 

[TOe prepared statement of Thomas A. Butts follows:] ' 

Prepared Statement of Thomas A. Butts, Former DeHtty A^istANt Secretary 
FOR Student Financial Assistance, Department of EoucAtiON 

iMr_. Chainittm and Mernbera of the SubTOmin i tt^; I apprwia te your m vi totioh to 
speak with you today reeardin^ the collection of student loans and other issii^ te^ 
latedito ma^^ public confidence in the integrity of the Title IV student assist- 
ance programs,. _ __' \ : .1. L 

Since 1977 we have seen a marked, imjprovement in the maric^gement and cbntrol 
of abus^ and waste J n the programs. However, Secretary Bell's memo to stafT stating 
that !*. . . the collection of student loans is not ah integral part of the mission of 
the Department of Education . . ." causes me great concern. _ - 

This "forward to 3^terdai" attitudeii'emih& me^f administrations prior to 1977 
when the only interest in_the programi: seemed to be to abolish certain ones by lack 
of administrative support — thus discrediting them by defactb ehcbiiragihg fraud and 
abuse. y > ^ 

Since January, l^V, my concern has been reihforc^ oy the follbwihg actions by 
the administration: . - - - * - - 

Impoundment of the J^ell (Basic Grant) delivery ^tem for two and brie-half 
mbnt^isj^ make an uhhec^swr- arid inequitable charige in the family cbritribiitibh 
schedule at ah estimated cc«t of 

Charigihg the iariiily cbritribiitibri schedule in such a way as to ask riibst of the 
poor and the least of the riii'ddle arid u 

^use eribugh cbriiusibri iri the Guaranteed Student Loan Program to cause at 
least one StateXMichigari) to send letters to all lenders telling them not to give stu- 
dents loari applicati t: -:_ _ _ 

Misleading the X^ommittee by saym that $100 million would be added to the Na- 
tibriisd Direct Student Loan (NDSt) program in fiscal year 1982 and not noting that 
it would be cutby $100.milUon in fiscal year 198t: :;: :: _: 

Dismantling the student loan collection force which: wiH result in Sewer loana i;oi- 
lected horn defaulters and reinforce: the Jiotion: that loana are not Joans butgranta. 

Suspepd the referrals of defaulted National Direct Student: Loans by institutions 
aS-provided for intheJaw^:: :: _-_ _. 

Over the: jjtears aLgreatjieal of criticism^boiit the_!nanagem_en_t of the Federal stu- 
dent financiaL aid programs^has come from both Members of the Congress and from 

thapo8tsecohdary_i»rainunLty. : : . _ i 

__ while_8ome_of the_critici8m may l)e_ius_tified because of 

of _the_programs,_^_ great. deal Jias been done, to improve, the deUveiy and man£(gi^ 
ment of the Federal student assistance programs and to eliminate fraud, abuse, and 

waste... 1 ... ._. . \ ..: 

.Much, hpweyer,. remaiM to _be_ done to insure .con tinued jyoiprovements in the 
miuiagement of the student aid p I woidd hke to share 

my_ ppncenw alwut prpble in the pepartment as they relate to the 

student financial aid programs. ! hope you will find my comments useful. 



STAFFING AND RESOURCES 

.. l...Furth_er__erp8j combat fraud/ abuse, and 

waste in these pr^rams to be sevej^lv impacted. \ i 
. Since_1978, C^FA has conducted 2,590 institutional \pi^ram reviews arid 4^220 
audit resolutions which identified $45.1 jriilliori in liabilities to the Federal Govern- 
ment. The restrictions on Kring and the diiriinishirig travel budget triearit that last 
year we did 17 jjerc^nt fewer education iristitutiqri reviews than the previbiis year. 
To irieasiire the irnpact of the travel restrictions arid stafT^rediictibris, or to triei3£iire 
the Effectiveness of program reviews, a siiriple fbnriiila can be used: For every 
f 20^000 spent iri prc^raxri review travel, an estiriiated $1 riiilliori in recbvery can M 
ariticipated. * . - - V 

OSFA currently has iri hbuse^ iribre thari 2,000 unresolved audits. As resources di- 
riimish, only a cursory review of \ 

2, As one looks at OSFAs staffuig, it is riee^sary to understand the heavy reli^ 
ari<^ OSFA has on (X)ritractor8 to provide nectary service in the admi nistr ation of 
the programs. For example, the contract for proc^sing Pell grnnt appli^^ons pro- 
vides riot only the processing of initial applications, but the h^dling ofrlata correc- 

or ^ 
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^^h'? T%'*^^^ y''^r^'--=^^^ Other dae sources, as well m hapdllne the 

tens of thousands of inquiries from; students and tMe public "araiing tne 

_C«her con tracts, are use^^^^ tDin the administratibh of the Guaranteed/Fed^?51~In- 

^ P^f^^JP^i^nf <3) to conduct program research, analy8is,aadlrainh?& 

3 ED s ^ecisjon to discontinue ming repbna^ attorneys and the transfer of the 
Division of CompJiance to the Oflice of the InspS:tor General loiGl h^ LvUl^ 
hamp|r^ QSFA's reglonal ofTices. The transfer bf Compli'ance to OIG ^Is^^lft a 

?gurc^j uhmet needs will also remain in this area. Now that eompliance is iii DIG 

4. finally, attention myst be given to the problems of OSFA personnel face in ob^ 
tami^MSential management support and services within ED: '^"^ °^ 

OSFA has been unable to obtain sufTici personnel necessary to' 

a. develop contract requests for proposals (RFPs)- 
•b: ihonitdr contracts; ' 
c: develop and handle necessary accountiii^ functions' 

Unlfke ^he^nW HPW t"'' '^at help reduce error and waste.' 

hl^, t- ("^^^ 'he new Department there was a much 

closer workmg relationship between senior budget and planning oMcere and diS 
gra^ personnel. Territorial disputes, however, continually S w SaaagLf^^ 
taking away resources from program ofTicra. management 

With the separation from HEW, there are inadequate numbere of trained pereon- 
nel 111 contracts and procoreiaent management. Thii is seeminglv not the STrn 
grants management This Tesalts in exceS^delaj^ in contract awa?^ and i^ir^ 
contract monitoring by ED contract personnel. contract awards and limited 

.=^^-^.^^'"!'*^i°^ "^"y y^^"^ ^ to streamline OE's and now ED'S finance 
& thS SIa"^"^ huge sums and manner in which m<liL a^ db' " 
srinuted tMroagh ObFA. "ae need for this streaml nLnr has been the subiect of S^v 

^^l^l^ f''^^^^?^^ ''^^^ was paid brieny to this i^ue Sg The 
^ll^^l^'^''' "° ^^^^ place: The heeded iniprov^ 

ZTc^msT ^ implications tha?^ave. heretofore, pSdid^n^S: 

in^i^n^ntlul^'JlTl ^^f ^''Vu^ bselv the Subject of repeated GAO and 
Sdel^te oqPA H^H BSk'^??!^'"^ °^ hundreds.of millions of dollars is woefully in- 
needed bh£l^ S^n «!^-^'''^ilfP^'^' team to develop and recommend critically 
needed changes. EP support will be necessary to^iaiplement many of these chaneM 

SnSatitfiiS ""' "f^" structure anTdsFA^^: 

r .^sMm;. IISI^ Slll^ljf '^'"^ ^ , 

<50*RANTOEb CTUDENT UlAN PROCRAM 

Phj6/em.— More than 400,000^GSLs in delajilt 

^''^^TI^"?^^ 9^'°'^''^^^^ WE begun to recover funds 

■ Revei^&^L ^'■^ °^ "^"'""'^ borrowers was obSin^ from^he lnternS' 

.rii&^i^t^tliySeg."^"'"^ ^'"^ "^"^^ the Govern. 

approval was obtained to reprbgram fundi to increase the 
a"iZ^™inisfiStors' "^J"^^' '*P^°-^ ^^Port. and toUiffi^ncfa! 

^^MS^^ " ^^""^'^ 

succ4ftiTin're?u"i^SSS^ implemented for lender, which has be.n 
oi^Sti^^^^tr^^-^-^ collected from deftulte. 
Fiscal year: 

1977 . Miliiona 

19T8EE:E''** $g.6 

1979 . 15.7 

/ 1980:..:. • 42.1 

r 42.7 
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_ Aa^ of De<»riber \9S0, a total of 50,446 accoiirits have been closed due 4o4teath, 
disability, or bankruptQr, and 30?972 accounts have been written off. Also, 76,834 ac- 
counts have bwn_paid in fu 1 j, for a total or 158,252 completidn s. , ^ 
__JVo 4)i lot. con tracts, w^^ private collection con tractors to test the ef- 

fectiveness of private agencies in collecting student loans. 

Ineftective bijling system. • _ __ _ , 

Action.— A computenzed_biJling system v/as installed in all regions by May 1978. 
Pta36fem.HCases not referred to ILS^ Attorney _ ^ - 

Action,— in thej>ast four years more than 27,000 cases have been referred to U.S. 
Attonieys, compai^ to a total of 500 over the previous histdi^ of the program. 
Prvblem.'-^V^ce of Education's delay in processing of lender claixns. - - 
ActiorL — Efforts were initiated to reduce time between when bahfes file^claims for 
defaulted loans i^nd HEW'sjwyment on its guarantee. As of June 30, 1978, prbcess- 
ing:iime had been decreased from as long as two years to ah average of 30 days. 
i^6/em,—Lendere not exercising due diBgeriee. : . ; ; ; : • : _ 

Action. ^^^*ublished r^ulations which defined r^pbhsibilities of lenders in taking 
thorough and aggressive acti^^^ in _servicihg and collecting loans. 

Initiated a piKt prc^am in pre-daims assislahce to lenders iii the San Francisco 
region. The pre-claiibs assistance project is designed ta help lehdere bring their -de- 
linquent accounts ihu) repayment status so that they do hot become default claims 
against the Government. 



NDSL PROGRAM 

PhjWem.— 700^000 _i 

Actipn.'-'-Ilequir^ ; ; 

Published .regulations requiring institutions to exercise due diligehce ih cdlli^tihg 
loans. Thel Department will take action to limits suspend, or terihihate the pari;icipa- 
Uon of those institutions not exerc^ - - 

In April 1978, OSPA b«gah implementing a provisibh of the Educatibh Amehd- 
ments of 1972 which allows institutions to assign and refer to the (Office ^f Educa- 
tion) Department loan notes jn default for more than two years. As of December 
1980, approximately 278,000 defaulted notes weres received from schools, ; ; 

Of the loans received from participating 4hstitutibhs during tlie 1979 siibmi^ibhs^ 
period (238,000), the ten regional offices ofOSEA have initiated obllectib action bh \ 
aj>p50ximately 50,000 of these accounts. A» of December 1980, the total dbllars col^ 
iected on these accounts was $3.^millibn. As bf the same date, 15,000 accduhts had 
been converted^tb repayment, 3^38& had beeh paid ih full, and ah additional 350 had 
been cancelled due to death, disability, br bahkniptpy. I^ibhal bfficea succeed 
recovery of tjiese amounts despite remictibhs ih resources, a lack bf computer sup- 
port, and the eohtihuihg effort to collect bh defaulted lofiuis in the GSL prograin. 

Oftered technii^ assistance though special wbrkshbps to help izistitutidhs im- 
prove student fihahdal £ud administ 

Annually, OSFA reduce Federal capital cbhtiTbiitibhs to institutions with high 
NDSL default rates that do hot show imjprbvemeht In :^979-80, more than $3 mil- 
libh was redistributed to other ihstitiitibhs as a refiult ortnis action: 

Problem, — Escess cash oh hahd at participa ting instigations: 
- Aciion.r-OSFA sent a letter^to institutions explaining their obligation to with- 
draw frbni their cash accbiiht with the Department only those funds needed for loan 
operatibhs diirihg the hext 30 days^ _ _ _ . 

OSFA mbhitore the ambiihtbf Excess cash in institutional loan fands and: requires 
at least ah ahhiial repayiheht bf exTc^ cash: Such funds revert to the U.S. Treas- 
ury.-- ... - : : : 

OSFA addecTa requirement to the NDSL Audit Guide which requires institutions 
to^ake a cash flow analysis: V ^ - --- - - -— 

Mr..Chairrnan, I believe that effective manageixieist of the TitieTO student, assist 
ahce prcgrahis is an integral part of the mission, of the Depatraent ofiEducation^As 
a cbhsecluehceT if there must he reductions in staff and operating: expenses, priorities 
should be^tablished to assure that the programs can function effectively. I believe 
it is essential to: j 

Fiihd processing contracts and support staff: : : _ : | 

Fund training and public inquiry contracts and support staff. ' / 

Support all efforts to eliminate fraud and abuse. :_ j : ^ j 

If cats must be made, there is ample room in_ non^rogra^LStaff and :expenses_ to / 
achieve reductions: This will be more pain ful_than_firine temporary help which_has , 
proven to be effective, but in the long run it will make for a streamlined, more effe- | 
cient department: 

39 
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mi"hv'^l"l;^/ r'^''^''T"-i ^ to share with you a quotation presented to 

me by^the State. Guarantee Agencies last year: "We trained hard But it 

dPrfnl 'v^ tend to meet any such situatioH by redrfanan^. A for^ 

derfu niethod It can^be for creating the illusion of progress while prodUcine tonfu- 

'^^^''''^"'^ ^^''^^^^ &<>od quofe. My obser- 

vation Trornsome^year| in State and Pederal government i| if you 
have the wrong kind of structure and the right kind of people you 
^ program., and if you have a great structure Ld the 
wrong people, you have a terribl&prbgrarh. 
You are aware of the Booz-Allen report 
Mr. BvjTS Yes: . ^ 

Mr. Simon. What are your reactions to it' 
rpJ^mrS^;-^ " 'S ^ responsible report. L^^^^ with the 

recommendat on. We are in the process of establishing a collection 
branch or division in the Department to be a focal poiSt 

H^fow ''r?^?™ '^f y^r°P^' ™y predecessor, Leo Cornfield, who 
deserves a lot of credit for this, set the program up and personallv 
supervised it: As it became operational, it was m£? a p?rt the 
l^^I Pfoer«"™ operation. So I would support a branch or division 
of^udent loan collections aad student loans "ivibion 

ro^n ''^^^I'l 'S Y'*^^''^ P°^''=y' r certainly concur with that. As I 
^h,"^^ P"*'^^ ^^ "''^ ^'^^ ^^""^ to the regions in December 
^y^^'^J'^P^^^J^^^^ we can always improve 

th&systems. and we concur with that "uprove 

^ contracting and Federal 

employees, I think^Mr. Jeffords' plan has much merit^ estimate 

nffrlv 1 100\,^?^J^'- employees d£w?TroS 

'i " ¥-"^1^' ^ ^ operate such a glah with a mix 
of con_t.ractors and so forth. It would hot. of course. Ichieve the olf- 
sonnei reductions^of the coUection force' that wS 'mSllId ij'the 
^^P^'^^f^^ °f^^^<^^tion Act and l ^pr^jame further stiff %duc- " 
tions that may have come forward from OMB since I left 

:Jyir biMON. This is digressing for a moment, but on page 11 of 
your testimony, ^oju talk aboxit the excess fund& oh hanf excess 

^nli.°.''.f— vi"""" -t^" NDSL program. Barring the Sd 
gjming. this subcpmsiittee Is going to be faced very Ihortly^h a 
task^of niassiveJy cutting back on f^^^ 

^_ What kind of money are we talking about, when Vou talfc about 
^ ir '^R^^^i"? 1^^' is,this /possible soun:f for^^''°"' 

J would have to check. What was 
jperating was schools had authorized l^ge sums of Meralml^l 
|ontnbution and^drew it down, but^en did n^t iJ^ it out^ese 
vere^schools that wereclcse to. revolving status each ye^ B#S 

U^^Afn'^^ ^'''^^^ '^^^^ 'he new P%d|iS corSibU 
ion_tp add to your reserve fund you cannot draw dowS more than 
I 30-day supply^ at.a time. So any savings that might have been 

^t^i^^^^"^ ^^"^ ^^^^ i'^to account ajd redis- 
ributed to Other institutions , *u icuis 

3i 
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Mr. Butts; No. The money that has been brought in has been re- 
cycled The demand for NDSL clearly exceeds the appropriatipn^^ji 

Mr: Simon. What is the process l^^ which the insttojtion gets 
funds? Tliat is something i shouid Imovsr, but do not. Tliey af^l^^ 
how long after they rhake the application do the funds get to that 

Mr. Birh^.- Tix^ LPT^pM^ is forward-funded and the schools 
submit theit^ applications in early October along with their fiscal 
operatibnSiT^rt for the prior school year ^ ^ 

In. December computer edit reports are sent to the schools to 
verify the inforttiatidn. _ _ _ ' , , , -i^ zi:- 

In January^ tentative^ allocations are^ i^^^ this year wittr tfte 
$1S6 ixxSidn. You have probably gotten cards and letters as to dis- 
tributional effects pfithat^ - ^ - , --^ ^ ; 

Then there is an apped process, ai!d final amrdsj w^i tj^^^ 
be sent to schTOls Jn May, ma;/be late— I heard yesterday, maybe 
3une^The schools may begin dispersingLthempney then, on July 1. 
But th^zhaye a pretty good idea in January what their allocation 
will be and at that time start making jiommitments to students.^ 
z Mr. SiMpN. The travel restriction page 4, in other words if we 
allocated just a Uttle bit mpt-e for travel, we could be increasmg, 
substantially, the net income? . z - 1.. i lzj^ __ 

Mr. Butts. Yes, sirjj the history of the past 3 yeara wili support 
that. If you haVe staff who are trained to review institutions but 
cannot go out tbjinstitutidtis to review them, the job cannot be 
done, iiow in fiostorf, it is not much of a prdWem be^Use J^^^ of 
the schools you can get td by subway. But when you are worimg in 
Denver, Atlanta, and other places, Jt stakes 

you haVe highly skilled program reviewers and if they are sitting 
around not reviewing prbgrrms, schools in the immediate ar^ get 
all the attentidn^d the others are lost, money is lo|t: through the 
collection effort. Biannual audits more than pay for the expenses of 
secondary educatidn; : i ! 

.Mr> Simon. If we added $100,000 we could get an additional $5 
millicm? ^ - - - , , 

Mr. *BuTOt.~I would hdpe as the effort continues, you would see 
less liabilities. That is why I str^ thejmjfbrtah^^^ training m 
the sense of preventative maintenance for the OTogram. . . _ _ 

Mr. Simon. Th^n the other jpoiht^ you say OFSA currently has^in- 
hpuse more than 2,000 unreso&ed* audits, only ciirsbry re^aew 
audits can be done. Tlus number is growin ,? , , ^ 

Mr. Butts. The staff in the audit resblutidh branch h^ done a 
monumental joU in getting the audits resolved, if yot^ conapare the 
4,000 or 5,000 they have done to preXdous resolutioM^^^^ 
pr^ive reebrd^ But the Department has placed a requirement that 
thus be resolved on d biannual feis^ Qm^ are not 

given additional staff resource, you wilLggt either a cursory 
review or the backlog will^t putitrfham^^ - 

Mr. Simon. What if suddenly Tom Buira^became the Secretaiy of 
Education? "Secretaiy' Butts'* has a little bit of a familiar nng to 
it - ; 

Mr. Butts. Ohceisjenbugh, thank you. _ - _ , , 

- Mr. Simon; What would you do? What kind of aMx vvould you 
have? And vsrould you be going into the private sector at all? 
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Mr. Butts. To the extent it was cost effective. One thing I have 
learned as people jawboned and said the Government employees 
cannot be efficie^ attitude has clianged over the 3 years I 

worked there, Governmt..;; employees ^an be efficieni. It depends 
on the nature of the t^^^ 

In the basic grant program I think we have been very successful 
with cdntractinjg. In the student Iban ithere :ypu zhave J^SOQ 
erhployees at certain points working for the contractor and nobody 
pays any attention to that, because they do riot appear oh the 
budget. 

In the area of^tudeiit loans, we did build with Federal (employees 
a Reasonably efficient and cost-effective operation. So, you have to 
balance those. : : : ^ 

It is iriipq^nt that public^ officials^ iriithe: Department maintain 
essential control of policy and basic operations in order tnat the bb- 
jectivie balaricing of competing interests arid forces can teke -placei 
the role of the Dep>^rtment as We get into policy issues, where you 
have competing sectors in the higher educatibri cbmriiiiriity and so 
forthi mth different interests, have someone, Approaching the 
issues, not from the point of view of having anythirijf special to 
gain brie way br aribther, but a public mandate to be fair to every- 
one. _ ^ , 

Mr. Simon. Mjr \\^iss,i :z ^zz : : : . 

Mr. Weiss. Do you believe the ©ffice currently has sufficient 
expert staff to mbriitbr th^^ 

Mr. Burrs. No; I believe they need additionai staff in the con- 
tracts office, and also within the OfHcie of Stu^ Assist- 
ance, to mbnitor coritracts. You need probably to go outside to hire 
people who are experienced in that. z 

i^As^ y^ recall^ w^^ ©le Departihelit of Education was set up and 
the n(^otiations_went back and forth Jbetween HHS and Education, 
J^y view is Seereta^i&liw^^ gbt the 500 people that were to be 
-cut, but that is another matter. 

I think one perebri expend came oyer^ 

the basic grant is a $26 million a year operation. I^ere needs to be 
additional experienced people' tb assist iri the riibriitbririg bf the 
cbntracts iivriiy bpihibn. 

Mr. Weiss: Can you quantify that as to how many people will be 
riee(ted fprthe three cbntra^ ^ 
' Mr. Butts: No, sir, because I n^ver gave serious thoughts to 
three Gbritractors^br r rie^ 

W^iss. What do you perceive to be the major reason behind 
' the Department's de^ •^zii: : : : :* :z : : 

Mr. Butts. I think at this time they are under extreme pressure 



paid from hbrmal S. 3c E. ;funds but from the student ban fund; 
which i^where the collections happen to go. But they are Federal 
employees fi^^ is one way to meet the 500 man- 

date to reduce people and anyotKer po^bilities. : ' : 
i.^ Wheri I recbmgien to look- 

ing at other parts of the Department where you do have career 
people, I recogiii^ that is^ a w 

means RIF's possibly and that means people being bumped ail over 
and certain kinds of problems. But I certairily feel wheri the De- 



to reduce visibility ^f Federal 




'Ipyees. These emM^yees are riot 
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partment was set up, from my, own personal point of view, the Gon- 
gr^ did not have in mind fifing temporary j^ple in ah area 
where: there, is a special cohgressiohal mandate. Indeed, they 
thourfit they should have fired other folks who were -permanent 
people. - ^ z J - z J ^ L J z 

Mr.^Eiss. As a*matter:of fact, at-the time that H.R, 2434 -was 
P^^ssed^^^here w^^ prbgrMn areas whi^^^^ 

were recommendations or assumptions of cuts to achieve savings of 
$15 millidih J^iit in hone of those statemehte and assu^mp were 
collediions mejitiohed. Were you involved in those discussions? 

Mr. Butts. No, sir, I managed the Ofilce of StHideht Fihahcial As- 
sistance. izz : : j : 

Mr. Weiss. Does jt-comeaa somewhat a surprise to you? 
~_Mr.:^BytTS,zQuitejfrMSJ^ hM hot cnticized the law and would 
probably have made stronger arguments had I had the information 
you ihdicafe how. z^izzz_ zz :j _:: : j _ 

Mr. Weiss. Ban you indicate something about the decision to ter- 
minate t^mjK)rary employees? Was it sim^^ 

: Mr. Butts. In all candor, Mr, Weiss, the decision to reduce to, i 
. think^ 350 was not one that we^ were cdhsulfed to ahy extent ab^ut. 
It was one ^yh^ch within the Department there were strong argu- 
ments both ways.-The man^ement people carried forth that rec- 
oi^lSendation to OMB. Howeveri as the facts emerged and agree- 
ment .was not reached^ i think the Under Secretary took a very re- 
spdhsible position 4^ we want toifbllf w good management prin- 
ciples,^ but we also have to deal witfc the 500. At which point he 
cdmmissidhed Bddz-Alleh to do its study rather than to move ahead 
at that time. . 

Sq^ within the |5rdgram and within the Department wheh all_the _ 
issues reached senior management, the Under Secretary, i thinfc-^ 
thiBre w^- sufficient concern about the suddeh reduction ahd tAe 
feariof falloff in cbllectibhs that a delay of some sort seemed to be 
warranted. z 

- Thank you, Mr. Bhairman; 

Mr. Simon. Mr. Deah. ^ 

Mr. Dean: No questions. . » 

Mr. Simon. We thank ydu ver$, very much_ for 
and wish you the best at the University of MicTiigan. The Universi- 
ty :of Michi^n^may need it this coming year. 

Mr. Butts, We are: haying our financial problems. 

Mr. Simon. The subcommittee stands adjourned Uhtil 11 d'cldck 
tdmorTnw.^^ ^ - ^ 

[Whereupon, at ii a^m:, the_ subcommittee ac^oumed, to recon- 
vene at 11 a.m., Wedhesdai^:Ma3r 203_1^^ - -_ . 

[Material submitted for inclusion in the record follows:] 

1 HODBE OF fiEEREBn-ATIVES, 
eOMMITTEE ON EDUCATION AUJX LABOR^ 

Washin^on, I>.C, May JS, JSST. 

Ms; ViCKi J: BAKEii» 

director, Student Fimncidl Aid, ^ ^ _ 

ThBG^rge Wdshington Unwersity, Wdshirt^bnt D.C> 

Dkar Ms. BAkra: Thank you for ypyr jpintllMter, m Hoch^regardingLJthe 
pepartmentt of Education's decisipn to shift from a system of Federal collectois. to 
alcnoet exclusive reliance on private collection ^encies. 1 share your concern about 
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the effects of this^ precipitous shift, with concrete justificatidri or dssiirance that pH'- 
vate collectors will get the job done. 

I appreciate yoiii^ willingness to jjrovide your views and a different perspective on 
the efficacy of the Department's decision. , 

Cbrdially, _ _ _ _ * 

Paul Simon, Chairman. 



\^ • The George WASHiNGTOi^UNivEMrrY 

- ¥ _ _ Washington* D.C May 8, 1981. 

Ghairrhah Paul SfMON, 
Subcdn^mittee oh Postseamdary Education, 
^^^^^ I^'^^'^ 9fP^^^ Wash ington, B. C. » 

_ JDea^ Slb: We wish: to comment on the proposed changes to tlie Claims and Cbllec- 
tionf^JDbiviaion of the Department of Education. - _ : 

Although we sympathize with the goal of the Department of Education to cut 
cmts, we feel that the elimination or reductlbh of the Claiihs and Collectrons Divi- 
sion will not achieve -the desired results. The success which the federal collectors 
have had in reiving the defaulted loans has been truly remarkable. Based on pur, 
experience, we cannot envision a private collection agency that would be ablejx) 
match the accomplishments of the Claims and Collections Division for a significant- 

ly4ower cost. ^ :_ 

_ y_"iversity in the past has employed six difteSnt.c^^^ Some 
were lcK:al, and some national. AJl^^ the same reasons* They 

were inenfa:H:ual, inenlcient and exj>ensive._ We _are now _in_ the process of phasing 
oM^ all tp pur remam accounts are being 

worked in-hpuse and^ if nec • 

Many schools, ihpv^ and itaff that are available to 

T^^e -George. Washijigton_ U These schools depend on the assLstaiice pro- 

vided by the Department of Education, especially with regard to thig^ referral pro- 
gram, whick: has lowered their default rates. Collection agencies, which have al- 
ready arorked most of the referred loans, have been unable, in the past, to cbntrit 
utfi significantly to a reduction in the delinquency rate. 

To replace a system which h^s proven ceffective jwith one that has been so inefTec- 
tual in cur experience does not seem t« l>e cost-effective. Instead, it may cost the 
texpayera more per loan actually collected. If collection rates fait the fundingjevels 
of the schools could drop, thereby reducing the financial aid avaijable to future stu- 
dents. We cannot believe that these are goals that the Department of Education 
wishes to^ achieve. Surely there must be some less crucial area in which the Depart- 
rheht of Education can save. 
Sincerely, 

ViCKi J. BakeR^ 

* ^ _ _ : . . Director. 

Ruth R, HocH. 
Loan Coiiection Office, Student Tinancidl Aid. 



